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HENRY ROGERS SEAGER 


Twenty-fourth President of the 
American Economic Association, 1922 


Henry Rogers Seager was born in Lansing, Michigan, July 21, 1870. 
He received his Ph.B. degree from the University of Michigan in 1890 
and his Ph.D. from the "| as of Pennsylvania in 1894. He studied 
at t Johns Hopkins in 1890-91, at Halle, 1891-92, Berlin, 1892, and Vienna. 
1893. He served as assistant profe ssor of political economy at the Uni- 
versity of Pe nnsylvania from 1896 to 1902 when he moved to Columbia 
University as adjunct professor of political economy. From 1905 until 
his death he served as professor at Columbia. He was a member of the 
Board of Editors of the Political Science Quarterly and he served as secre- 
tary of the Shipbuilding Labor Adjustment Board during World War I. 
From 1919-20, he was Executive Secretary of the President's Industrial 
Conference. He was President of the American Association for Labor 
Legislation, 1911-13. 

Professor Seager was one of the last of the economists of the “old school,” 
who were qualifie -d to teach and write in general theory and two large 
nebenfach fields—in his case, trusts and aig problems. He was the author 
of the following books: Introduction to Economics, 1904; Economics, 
Briefer Course, 1909; Social Insurance, 1910; Principles of Economics, 
revised edition, 1923; History of the Shipbuilding Labor Adjustment 
Board, 1917-19, 1921; Practical Problems in Economics, 1923; Trust and 
Corporation Problems, 1929. His presidential address delivered at the 
meeting of the American Economic Association in December, 1921, was 
entitled, “Company vs. Trade Unions.” 

\t the time of his death, Professor Seager was slated to take over the 
headship of the de partment at Columbia, He died August 23, 1930, while 
conducting a party of American economists in Soviet Russia. 


Number 24 of a series of photographs of past presidents of the Association. 
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The American Economic Review 


VOLUME XXXVIII SEPTEMBER, 1948 NUMBER FOUR 


SOME ECONOMIC PROBLEMS OF THE EUROPEAN 
RECOVERY PROGRAM 


By GoTTFRIED HABERLER* 


Political and economic factors and considerations are inseparably 
intertwined in the European Recovery Program. The basic objectives 
are economic as well as political. Moreover, it is obvious that not only 
calculations of economic efficiency but also considerations concerning 
political and psychological reactions, both at home and abroad, pro- 
foundly influence the choice of methods of aid, decisions about the 
magnitude of the programs, the language used in outlining the plan and 
the emphasis placed on various aspects of the problems. 

In the present paper I confine myself, naturally, to the economics 
of the program, but occasional remarks about political factors and 
considerations cannot be avoided. 

The preparation of the program has been very thorough and the 
documentation is rich and of high quality. Apart from legal, adminis- 
trative, business, and technical experts, an impressive array of eco- 
nomic luminaries have been engaged in all stages of the preparation 
of the plan. As a consequence, the general economist who has no 
inside information and whose knowledge is entirely derived from 
published material cannot possibly contribute much except on some 
rather broad though important issues. 


I 


The economics of the ERP can be divided into three areas, of which 
only the first will be discussed with some detail in the present paper. 

The first and basic economic problem is to estimate European re- 
quirements. How much money per year for how many years will be 
required to put the economies of Western Europe on their feet? This is, 
of course, a very complex question. The answer depends on numerous 


* The author is professor of economics at Harvard University. He is indebted for valuable 
suggestions to Sidney Alexander, Seymour E. Harris, Lincoln Gordon and Paul T. Homan. 
The paper was written in April, 1948. 
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factors, acts of God and the Russian government and its agents abroad 
as well as upon the economic policies of the United States and especially 
of the recipient countries. This question has quite rightly occupied the 
larger part of the discussion of the ERP and it will constitute the main 
theme of the present paper. 

The second broad question which has been much discussed in public 
and analyzed by the experts,’ is the American capacity to provide aid 
and the impact of the ERP on the American economy. It cannot be 
doubted that with appropriate policies a foreign aid program of a mag. 
nitude in the neighborhood of the one contemplated is easily within 
the capacity of the United States economy. Hence, the problem reduces 
to the question concerning the appropriate fiscal and monetary methods 
of raising the required sums. It is simply a part of the budgetary 
problem which has to be solved in the light of the current cyclical 
situation. 

The third complex of questions is concerned with the methods of 
administering the program. Since it is impossible to foresee in any 
detail the relative needs of individual countries; since emergencies of 
an economic as well as a political nature are sure to arise which wil] 
require expeditious handling; since it is difficult and politically in- 
expedient to lay down hard and fast rules about internal policies in 
the recipient countries, although it is absolutely essential for the suc- 
cess of the program that certain minimum conditions in that respect 
be fulfilled; and since in several countries a good deal of American 
prodding (to use a mild expression) will be required in order to insure 
a minimum of compliance—for all these reasons it was absolutely 
essential that the Administrator be given vast powers of allocating and 
withholding money. The tact and skill with which the Administrator 
handles his task will be much more important for success than the 
precise magnitude of the program. Fortunately Congress has delegated 
to the Administrator of the program and the Secretary of State all the 
power they need.’ The responsibility for the success of the program 
rests squarely upon the administration. 


* See especially the Report to the President by the Council of Economic Advisers, The /- 
pact of the Foreign Aid upon the Domestic Economy (October, 1947). 


? Only in one respect has the power of the Administration seriously and unnecessarily been 
limited. The original bill empowered the administrator to sell 200 liberty ships and to charter 
300 more to the participating countries. Shipping interests, powerfully supported by the labor 
lobby, succeeded in eliminating this provision from the final act. As a consequence, not only 
will shipping costs be much greater than necessary, but much needed steel and other re 
sources will be wasted in Europe by diversion into shipbuilding. Shipping and shipbuilding 
are industries where the United States has a tremendous comparative disadvantage. The 
activities should be left to a much greater extent than at present to foreign countries 
All unbiased experts agree that the protection and subsidization of the shipping indust'y 
goes far beyond the level which can be justified on strategic grounds. 
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II 


How much foreign aid is required for the economic reconstruction 
of Western Europe? What are the factors on which the magnitude 
of aid depends? How can the requirements be estimated? How were 
the estimates underlying the ERP arrived at? Are they likely to be 
correct? 

The diagnosis of the economic plight of Western Europe underlying 
the Marshall Plan, reduced to its simplest terms, is this: Europe 
suffered grievously during the war. National output is still too low in 
nearly all countries to permit them to provide from their own resources 
the investments necessary for recovery. But if a certain amount of 
foreign aid is provided, the capital stock (plant, equipment, working 
capital, etc.) can be restored to such an extent as to raise the national 
output to a level which will permit the countries concerned to live 
within their current income without further aid or even enable them 
to make moderate repayments. 

In order to clarify our ideas of the nature of the problem, let us 
enumerate and discuss the principal factors which determine to what 
extent a country can finance its recovery from its own resources and, 
hence, to what extent the recovery or its speed depends on foreign aid. 

1. We may list as the most obvious and fundamental determinant 
the size of total per capita national product. The larger the output 
per head, the more can be used for investment. 

2. In addition to the over-all national product, we must consider 
what part of it is available for civilian consumption and productive 
investment (private and public). This requires the deduction from 
total output of two items, first, resources which are unavoidably ear- 
marked for defense and other unproductive purposes and, second, what 
is required for making good the war damage, repairing transport and 
communication facilities, renewing worn out equipment, replacing de- 
stroyed houses and providing new ones for the additional population, 


ete. 


It could be argued that replacement need not be deducted, be- 
cause it has already been allowed for under point 1. For if total 
national output is defined in a net sense, as is customary, replacement 
must have been deducted. In a sense, this is quite correct, but since 
available measures of output (apart from being inaccurate and un- 
reliable) are frequently of the gross type or make insufficient allowance 
for replacement, it is well to call this item to special attention. More- 
over, the concept of replacement has to be carefully defined in this 
connection. What can be described as “replacement in the historical 
sense,” viz., investment required to restore the capital stock to the 
prewar level, is not replacement in the usual theoretical and statistical 
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sense, viz., investment which is necessary to maintain the capital stock 
at the current, reduced level (“reduced” as compared with its prewar 
size). It follows that there is ample theoretical justification for treating 
“historical replacement” as net new investment and thus as a part of 
net national income. 

3. A third factor is the distribution of civilian national income both 
by income size and by commodities composition. A drastic redistriby- 
tion of income in favor of the lower-income classes at the expense of 
higher incomes such as took place in Great Britain and probably in 
several continental countries makes, of course, for less domestic saving 
and capital formation.* 

A change in the commodity composition which must af? + capital 
formation adversely has taken place in England‘ and proba_.-y in other 
European countries. I mean the change in the allocation of resources 
(including labor) brought about by rationing, price control, allocation, 
etc., specifically the relative expansion of unrationed service industries 
and similar items at the expense of the rationed necessities.® 

The second of these changes (the changed commodity composition 
of output) could, alternatively, be treated as a factor determining the 
size of total output.° But since the over-all measures of national output 
do not make allowance (or make insufficient allowance) for this factor, 
it is well to mention it separately. 

4. Given all the factors enumerated so far, the intensity and speed 
of capital formation still depend on collective attitudes’ with respect 
to the relation between income and consumption on the one hand and 

* This may be partly offset by corporate saving and possibly by governmental capital for- 
mation. 


*What I have to say is in most cases exemplified by British experiences, because Great 
Britain is the country about which we are best informed, thanks to the excellence of statistical 
data (compared not with the United States but with continental European countries) and 
the unexcelled quality of current critical comments in the press; periodicals and by academic 
economists. 

* These two types of changes in income distribution (by income size and by commodity 
composition) go a long way to explain the paradoxical coexistence of austerity on the one 
hand and the impressive showing of the global figures of national income and civilian con- 
sumption on the other. More about that issue presently. 


*It could be said that the welfare content of the same national product is reduced be- 
cause of the changed composition. Or we may say that national income figures measure, to 
some extent, input or potential output rather than actual output. This is an affliction from 
which many production indexes seem to suffer. It will be remembered that during the war 
the Federal Reserve Board index of industrial production was criticized because it relied 
heavily on input changes as a measure of output. 


"It would be tempting to speak of “psychological” attitudes, on the “propensity to save” 
and “the propensity to work efficiently,” which are often described as psychological phe- 
nomena. But it is misleading to speak there of a psychological problem, as if it was entirely 4 
matter of individual psychology. It is definitely more than that; it is just as much or more 
a matter of social institutions and public policies as of individual psychology. 
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between the level of consumption (or income) and the supply of labor 
(and efficiency of labor) on the other. These attitudes are deeply 
rooted in traditions, customary living standards, national character, 
climate, the temper of the labor movement, public policy, etc. In some 
countries, labor efficiency is maintained even at low levels of real 
income; in others it reacts sharply to a fall in the customary living 
standard. In a totalitarian regime, discipline and efficiency are enforced 
at income levels which in a democracy would lead to unrest and a sharp 
fall in output per worker. Certain nations (and individuals) are thrifty 
by nature and work hard and save even and especially in adversity. 
Others cling tenaciously to their accustomed living standards and resist 
stubbornly any attempts to reduce the level of consumption. In coun- 
tries where labor is well organized and strongly influences (or actually 
runs) the government as in Great Britain, this clinging to traditional 
standards (or'even improving them) in the face of adversity, is done 
in an orderly fashion by constant trade union pressure, heavy taxation, 
rationing, price fixing, euthanasia of the rentier, entailing creeping and 
repressed inflation. In other countries it takes the form of frequent 
strikes and disorders and leads to open inflation and unemployment. 


III 


No thorough discussion of the situation of the various countries 
with respect to the points listed is possible within the space of this 
article. Only the salient features of the present situation as they 
appear to the present writer can be presented. 

At the end of hostilities, national product was so low everywhere in 
Europe that hardly any of the countries concerned could have re- 
covered without American help. The defeated countries, Germany and 
Italy, as well as Austria and Greece, who are handicapped by the fact 
that they have to live on or along the Iron Curtain and depend much 
on trade with Eastern Europe, are still in bad shape and have to rely 


*The fullest collection and best interpretation of basic statistics will be found in the 
excellent report on March 30, 1948 by the Research and Planning Division of The Eco- 
nomic Commission for Europe of the United Nations, A Survey of the Economic Situation 
and Prospects of Europe (Geneva, 1948). This document became available after the pres- 
ent paper had been written. But references to it were added in the text and footnotes. Quo- 
tations are made from the Congressional reprint of the report and it will be referred to as the 
ECE (Economic Commission for Europe) Report. The reader should keep in mind that the 
EC E report deals with Europe as a whole (usually excluding Russia), not with the countries 
participating in the Marshall Plan. As far as the latter are concerned, see the two-volume re- 
port of the Committee of European Economic Cooperation (CEEC Report), Paris, Septem- 
ber, 1947, The CEEC report is primarily a policy report. It presents production “targets” 
and ‘mport requirements. As far as collection of basic facts and their economic analysis is con- 
cerned, it cannot compare with the ECE report. Extremely valuable material will be found 
in the many reports (numbering twenty-four to the point of this writing) of the Hous: 
Select Committee on Foreign Aid (Herter Committee). 
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for their very existence on foreign aid, although in Italy recovery has 
been remarkably rapid.° 

In all the other countries in Western Europe and Scandinavia large 
strides have been made towards restoration of the prewar level of 
national production. The volume of industrial output in practically all 
Western European and Scandinavian countries is above prewar. Trans- 
portation, communication, and public utilities have been repaired and 
put in usable condition. Railroad freight (measured in ton miles) in 
all Western European countries (including even Austria but excluding 
Germany and the United Kingdom) is above prewar.*® That does not, 
of course, mean that national income is above prewar, except for the 
neutral countries Sweden and Switzerland, for Denmark, and probably 
for Great Britain. The main reasons are that agricultural production 
is still below the prewar level (even apart from the severe setback 
caused by catastrophic weather conditions—an unusually cold winter 
and summer drought—in 1947), that income from overseas investment 
is much smaller than before the war and that at least for some countries * 
the terms of trade are less favorable than before the war.** Moreover, 
the part of national income that is available for civilian consumption is 
reduced as compared with the prewar level by larger governmental 


* The level from which it started was very low, however. 


* See Monthly Bulletin of Statistics of the United Nations, Federal Reserve Bulletin, Feb- 
ruary, 1948, and the excellent discussion in the ECE Report, pp. 10-12. There it is pointed 
out that the gains in railroad traffic are partly or, in some countries, more than completely 
offset by a diminution in other freight and that it exposes the railroad system to a heavy 
strain, probably implying in some countries an actual depletion of capital invested in rail- 
roads, Nevertheless, the fact that there is so much stuff to be transported and that such a 
large volume of traffic can be handled, is a symptom of recovery. 

™ The ECE Report comes to the conclusion that for most continental European countries 
(the exceptions are Denmark and Holland) the terms of trade were better in 1947 than 
1938. Great Britain, however, suffered a deterioration of 19 per cent in 1947 and 7 per 
cent in 1946, both compared with 1938. The weighted average for Europe as a whole (in- 
cluding Bulgaria, Czechoslovakia, Finland and Hungary) shows practically no change (pp. 
58, 59). It is stated, however, that the report uses “average values rather than changes in 
prices” as a measure of the terms of trade (p. 58). It is not quite clear what the distinction 
amounts to. It seems that the average value measure uses current quantities as weigits, 
while the other method, which is described as a “pure price index” (footnote 1, p. 58), uses 
1938 or some other “normal” quantities as weights of the price index. Unfortunately, it s 
not stated what difference in the outcome the use of the second method would make. 

It is not possible in this article to check and evaluate carefully the methods and results 
of the ECE Report concerning changes in the terms of trade. But even a cursory examin- 
tion raises doubts concerning the reliability and comparability of the underlying statistical 
data pertaining to different countries. For example, in the British case it makes a very great 
difference whether 1937 or 1938 is taken as a base. According to International Financial 
Statistics (compiled and published by the International Monetary Fund) the “unit value” 
of British exports rose from 100 in 1937 to 102 in 1938, while the “unit value” of imports 
fell from 100 to 93. (Vol. I, No. 3 [March, 1948], p. 126.) 

The only conclusion that seems to be certain is that no very sharp changes in the terms 0! 
trade have taken place. 
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expenditures (both for military and civilian purposes) and by the use 
of substantial resources for the repair of war damages. 

The British case deserves some special comments. As mentioned 
before, there is a paradoxical contradiction between the much adver- 
tised austerity on the one hand, and the over-all figures according to 
which in 1946 national income as well as the sum of personal expendi- 
tures on consumers’ goods and services (civilian consumption), both 
in real terms, were at about prewar levels.” 

The White Paper is careful to point out that “the fact that the 1946 
aggregate [of consumer expenditures] is rather higher than the 1938 
figure does not, in itself, mean that standards of consumption were in 
1946 back at their prewar level. It means simply that the particular 
collection of goods and services actually bought in 1946 would, if 
bought in 1938, have cost rather more than the goods and services 
that consumers in fact preferred to buy in that year” (p. 17). We may 
put the matter this way: Only if, in addition to the fact that the 1946 
collection of goods would have been more expensive at 1938 prices than 
the collection actually bought in that year, the 1938 collection of goods 
valued at 1946 prices were smaller than actual consumer expenditure 
in 1946 and if consumers had been free in 1946 to buy the 1938 collec- 
tion rather than the collection that they actually bought—only under 
these conditions could we definitely say that “consumer satisfaction” 
(consumption in real terms) was greater in 1946 than in 1938. The 
underlined condition is, of course, not fulfilled because of severe 
rationing and unavailability of many items. Moreover, there was a 
slight increase in population and the quality of many goods is below 
prewar. 

I conclude that the real volume of consumption has not yet reached 
the prewar level but it seems to me that it cannot be far below prewar. 
It should be remembered that the sharp change in the income distribu- 
tion and still more of the consumption distribution in favor of the 
lower-income classes at the expense of the middle and upper classes 
create an exaggerated impression of austerity. For most observers, 
especially foreign ones, become aware of the living conditions of the 
impoverished middle and upper classes, while the substantial increase 
in the standard of living of the lower-income groups is less conspicuous. 


“See especially the National Income White Paper, Cmd. 7099, 1947, and discussions in 
The Economist, Oxford Statistical Bulletin, Lloyd’s Bank Review, and London and Cam- 
bridge Economic Service during the last two years. 

The National Income White Paper for 1947 (Cmd. 7377) was unavailable to the writer. 
But from the summary in The Economist (April 17, 1948) it appears that the rise in 
National income and consumption has continued in 1947 in spite of the setback caused 
by severe weather and fuel shortage during the winter. Moreover, in the 1947 White Paper 
the hgures for 1946 were slightly revised in the upward direction. 
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Moreover, the reduction in “the welfare content of income” resulting 
from the change in the commodity composition of consumption and 
the restriction of consumer choice must be regarded as voluntary 
inasmuch as it is largely the unavoidable though unwanted consequence 
of deliberate policies, namely of the prevailing policy of semi-planning 
characterized by price fixing, rationing, subsidies, allocations, etc. This 
is true also of the tremendous expansion of governmental outlays for 
civilian purposes (especially for social security schemes, public health). 

The official White Paper refrains from computing national income 
on a real basis but The Economist has made such a computation with 
the result that not only monetary but also real aggregate national 
income was already in 1946 a little above prewar.** 

That aggregate civilian consumption and national income in Great 
Britain should be at or near their prewar level sounds somewhat 
incredible and many attempts have been made to show that these 
favorable results are entirely due to all sorts of statistical mistakes, 
peculiar definition of income and the like.** The present article is not 


the place to discuss these technical questions in greater detail and the, 


present writer does not feel competent for this job. He thinks, hovw- 
ever, that the results of The Economist are not too far from the mark. 
a conclusion which is shared by prominent British economists. 

It should be observed that the fact that both consumption and 
national income are near their prewar level is highly significant. If con- 
sumption alone were at prewar, it could be objected that this is possible 
only because of the foreign aid and loss of gold and other foreign 
assets. But in the national income computation borrowing from 
abroad and the depletion of foreign assets are, of course, deducted asa 


* The same conclusion has been reached by D. Seers in Oxford Statistical Bulletin, July, 
1947. The ECE Report does not compute real national income figures. It contains, how- 
ever, on page 22, a table showing the value of output of commodities, of exports, imports, 
and of commodities available for home use (also per head of population), all expressed in 
U. S. dollars of 1938 purchasing power. According to this table, the value of output of 
commodities (excluding services) was $10.11 billion in 1946-47 against $9.38 billion in 
1938. However, because of the somewhat larger exports and much smaller imports in 
1947 as compared with 1938, the value of commodities available for home use was $10.’ 
in 1947 against $11.2 in 1938. In order to convert these figures into a national income 
measure, we would have to add services and to subtract foreign disinvestment. Services 
(especially “governmental services”) were so much larger in 1946-47 compared with 1938, 
that their increase overcompensates the heavy foreign disinvestment that took place i 
1946-47. Hence the findings of the ECE Report are not inconsistent with the statement 
that real national income in 1947 exceeded that of 1938. 


*To mention a few such factors: Restriction of consumers’ choice and quality changes 
are not allowed for; the evaluation of government services is rather euphemistic, the income 
of government officials, who on the whole rather hinder than help production, being con 
strued as measuring “governmental output” or useful services; the earlier mentioned change 
in the composition of income is not allowed for. See various articles in the above-mentionet 
publications for detailed discussions. 


d 

ne 
alt 
ne 

fo 
co 

ex 

to 
be 

in 

u 

bt 

r 

ti 

E 
; Cl 

d 

i 
S| 
| 

a 

| h 
I 


HABERLER: THE EUROPEAN RECOVERY PROGRAM 503 


negative item (disinvestment). On the other hand, if national income 
alone were at prewar, one might suspect that such a large part of it was 
needed for defense, repair of war damage, etc., that too little was left 
for consumption. If it is true, however, that “personal expenditure on 
consumption” too is not far below prewar, that interpretation is 
excluded. 

We are left, then, with the conclusion that from the point of view of 
total national income and consumption the British situation, far from 
being despers .e, is more favorable than most economists would have 
expected a few years ago and better than most people realize." 

It is, of course, true that an uncomfortably large part of national 
income is currently spent by the government,** no doubt largely for 
unproductive purposes such as defense and the upkeep of a huge 
bureaucracy. But if it is true that “personal expenditure on consumers’ 
goods and services” (i.e., civilian consumption) is not far below the 
prewar level, the burden can hardly be said to be of crushing weight. 
Moreover, as pointed out above, it is largely self-imposed and voluntary. 

Unfortunately, no comprehensive national income figures are cur- 
rently available for continental European countries (while, on the 
other hand, there exists no comprehensive index of industrial produc- 
tion for Great Britain).** It seems unlikely that in any Western 
European country, except in Denmark and perhaps in Belgium, re- 
covery has gone so far as in Great Britain as measured by the return of 
consumption and national income to prewar levels. But there is no 
doubt that great progress has been made in every single country (still 
excepting Germany) towards a restoration of prewar levels of national 
income. Barring natural catastrophes, like last year’s weather, crippling 
strike waves and revolution, and gross monetary mismanagement (im- 
plying continuation of repressed inflation, open inflation or premature 
postwar depression), there is no reason to doubt that with a moderate 
amount of foreign aid, it will be possible in most countries (excepting 
again the defeated nations as well as Austria and Greece) to reach and 


“ How this statement can be reconciled with the unfavorable balance-of-payment situation, 
will be discussed presently. 

In 1946, £2.3 billion out of a total national income of £7.9 billion. In 1938, it was £789 
billion out of £5.3 billion. Cf. Cmd. 7099, p. 19. In 1947 it was reduced to £2.1 out of £10.2 
billion. Cf. The Economist, April 10, 1948, p. 595. 

" See, however, a recent attempt at the construction of such an index in the London and 
C ambridge Economic Service (Bulletin I, Vol. 26 [Feb., 1948]), which starts, however, only 
in 1946, The ECE has constructed such an index with 1938 as a base which in the second and 
third quarters of 1947 stands about 10 per cent above prewar and agrees pretty well with the 
London and Cambridge Economic Service for the years 1946 and 1947. Apart from the 
neutral countries, Great Britain is the only country in Europe for which agricultural pro- 
duction, too, is above the prewar level. See ECE Report, p. 21. 
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surpass prewar levels of total output and consumption (standard of 
living) within, say, two years.** 

If this turns out to be true, and there is hardly a doubt that it is, 
we have another striking confirmation under a most severe test of the 
truth and wisdom of J. S. Mill’s and Alfred Marshall’s*®® famous re. 
marks on the possibility and conditions of speedy economic recovery 
after a war. 


IV 


Such considerations, important though they are, cannot give a 
quantitative answer to the question of how much foreign aid is re- 
quired. The framers of the ERP, however, could not shirk the task of 
making concrete estimates. These estimates resulted, as is well known, 
in a request to Congress for an appropriation of 17 billion dollars for 
the period from April, 1948 to June, 1952, of which $6.8 billion was 
asked for the first fifteen months from April, 1948 to June, 1949, 
Congress eventually decided to authorize appropriations only for the 
twelve-month period from April 1, 1948 to April 1, 1949 and the $6.8 
billion were accordingly reduced to $5.3 billion.”* In addition to that, at 
‘the request of the Army, $.8 billion was voted “for the prevention of 
disease and unrest in Germany.”** 

Where did these figures originate and how were they obtained? The 


final American figures were derived from the Committee of European 


“If this sounds too optimistic, consider the following passage from the Harriman Report: 
“It is the judgment of all competent observers that these troubles [of Western Europe tc 
expand production] flow from an acute shortage of working capital and from the serious 
disintegration of organized economic life rather than from wartime physical destruction.” 
(European Recovery and American Aid by the President’s Committee on Foreign Aid, 
Summary, Section 2.) There is no doubt that this diagnosis is substantially correct, except 
for Germany, where physical destruction is very severe; but even in Germany the present 
degree of economic paralysis is to a large extent due to the factors stressed in the above 
passage. Now a shortage of working capital and a dislocation of economic life surely can be 
removed within two more years. A similar optimistic conclusion was reached in a Swedish ap- 
praisal of European recovery in Quarterly Review, Skandinaviska Banken, April, 1948. 

* According to the calculations of the ECE Report (Part I, Chap. 4) the recovery o! 
output and production after World War II was on the whole speedier than after World War! 
(excepting again Germany) and this in spite of the much greater physical destructions and 


production returned to prewar levels. For a careful analysis, compare A. C. Pigou, Aspect 
of British Economic History, 1918-1925 (London, 1947). 

* Mill, Principles, Book I, Chap. 5, Sec. 7; Marshall, Principles, 8th ed., p. 780. 

* An attempt was made by the Appropriations Committee of the House of Representative 
to appropriate less than the authorized sums and to require the reduced amount to be used 
over a fifteen-month rather than a twelve-month period. In the end $5.055 billion wa 
provided for a fifteen-month period with the provision, however, that the entire amour 
might be used in twelve months if the President deem it necessary. 

™* Western Germany will also receive a share from the ERP appropriation. 
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Economic Cooperation estimates of the total deficit of the participating 
countries with the Western Hemisphere.** The CEEC report estimates 
this deficit at $22.4 billion for the four-year period 1948-1951 and $8 
billion in 1948.7 Of the total it was believed that $3.1 billion ($.9 bil- 
lion for 1948) might be financed by the International Bank and from 
private sources, leaving $19.3 billion ($7.1 billion for 1948) as the net 
request for United States government assistance. 

These CEEC estimates were then subjected to an intensive scrutiny 
by American experts and lengthy discussions were held in Washington 
in the autumn of 1947 with the European experts who had been 
responsible for the CEEC report. 

As a result of all this, the CEEC estimates were somewhat reduced, 
mainly on the ground that certain commodities (especially steel and 
some types of equipment) would not be available in the quantities 
requested in the CEEC report. On the other hand, the CEEC estimates 
were raised to allow for the price rise that had taken place since July 1, 
1947. As a result of these two adjustments, the final estimate submitted 
to and authorized by Congress was $6.1 billion ($5.3 billion ERP plus 
$.8 billion special Army appropriation for Germany) for April, 1948 to 
April, 1949, as against $7.1 billion asked in the CEEC report for 
1948, 

I turn now to the question about the method by which the basic 
estimates were actually obtained and how they might have been 
obtained. A method which would have been tempting to employ was 
to base the estimate of required aid on complete projections of the 
various nations’ “economic budgets” or “social accounts.” Needless to 
say, this was not done. Nor can the experts be blamed for not using that 
method in view of the fact that projections of national income, etc., were 
not particularly successful even when applied to the United States, al- 
though in this country statistical data are much more plentiful and 
the task is much simpler than in Europe where it is complicated by 
drastic structural changes wrought by the war, dependence on inter- 
national trade, political uncertainties, etc. 

The ERP experts concentrated on the balance of payments. They 
tried to estimate the prospective balance-of-payments deficits of the 

*For details see CEEC Report and especially the excellent report, Outline of European 


Recovery (submitted by the Department of State to the Senate Foreign Relations Committee, 
Dec. 19, 1944), pp. 44, 113 and passim. 

* According to newspaper reports, the original CEEC estimates were substantially larger. 
They were, however, discussed with and criticized by American officials in Europe and in 
deference to these criticisms scaled down to the above-mentioned level. 

"Since the CEEC estimates were in terms of July, 1947 prices and prices have risen 
since then, the reduction in the CEEC estimates is somewhat greater than the dollar figure 
suggests. (See, however, footnote 21 above). 
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participating countries directly without attempting explicitly to esti. 
mate national incomes, etc. 

This procedure raises two major problems. First, is it possible to 
estimate balance-of-payments deficits without at least implicitly esti. 
mating for the various countries the basic terms of their economic 
budgets such as national income, investment, consumption? ‘Secondly, 
how can the high estimates of the balance-of-payments deficits and the 
undeniable fact that Great Britain and the other European countries 
are going through a most serious balance-of-payments crisis, be recon- 
ciled with the comparatively favorable levels of national output and 
consumption which have been reached in most of the countries con- 
cerned? Or to put the question more cautiously: Supposing the pro- 
duction problem has been solved, i.e., the volume of production and con- 
sumption per head of the population has reached a satisfactory level 
(say, the prewar level )—does that mean that the balance-of-payments 
problem has also been solved or, at least, that it is solvable and, if so, 
by what means? In other words, is there a specific balance-of-payments 
problem separable from the production problem, except in the sense that 
any country, however large its national income, can always try to live 
beyond its means, overspend its income and pile up a balance-of- 
payments deficit? Let us deal with the two problems in turn. 


V 


The answer to the first question obviously is that it makes no sense 
to estimate a balance-of-payments deficit without making at least some 
rudimentary assumptions (implicitly or explicitly) concerning (a) the 
expected magnitude of national income, consumption and investment, 
(b) the socially and politically tolerable minimum standards of living, 
and (c) basic economic policies pursued by the recipient countries. 
This follows from the following propositions: (1) However high the 
level of income, it is aways possible to pursue financial and monetary 
policies which will upset the balance of payments; (2) even with a low 
income level it is always possible to maintain equilibrium in the balance 
of payments, provided the currency is not overvalued and inflation is 
avoided; and (3) the equilibrium can always be a full-employment 
equilibrium (apart, of course, from frictional unemployment), if the 
required standard of living (wage and salary level) is not pushed up 
by trade union action or social legislation, in other words, if the obtain- 
able standard of living is socially and politically acceptable. 

With respect to all three factors, (a), (b), and (c), the Paris report 
as well as the Harriman report and the final Outline of ERP make cer- 
tain assumptions, but they are not all clearly formulated. 

On the crucial question of the type of economic policies and eco 
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nomic and financial reforms to be pursued and carried out by the 
recipient countries, the Paris report and the American documents 
(especially the Harriman Report) are fairly explicit. But the CEEC 
report does not go beyond a solemn expression of good intentions— 
the intention to make a strong production effort, to combat inflation, 
to balance the budget, to adjust and stabilize exchanges, to reduce trade 
barriers, and to study closer economic co-ordination, including the 
possibility of a customs union. The American documents echo and 
emphasize these declarations. But there are no guarantees, no binding 
promises, and no explicit conditions. 

This is in contrast to the international reconstruction schemes under- 
taken in Austria, Hungary, and other countries after the last war 
under the auspices of the League of Nations. The success of those 
reconstruction schemes was largely due to the close supervision of 
economic policy and financial and monetary reforms by experts of 
the League of Nations.*® That there is nothing of this sort in the ERP 
is evidently due to political considerations. It is thought inexpedient 
overtly to impose reforms from the outside especially on countries 
that are under heavy pressure from the left. But the administrator of 
the program will have plenty of opportunity to exercise his tact and 
firmness in suggesting and insisting on reforms and changes in policy. 
It is of the utmost importance to realize that on the ability of the ad- 
ministrator to push through monetary and financial reforms, more than 
on anything else, will depend the success or failure of the whole pro- 
gram. 

There are no explicit assumptions with respect to the national 
income underlying the estimates of the balance-of-payments deficit. 
Instead, there are production and investment “targets” for basic 
industries—agriculture, coal, electric power, steel, fertilizer, oil-refining, 
inland transportation, shipping. These estimates, targets, and develop- 
ment plans have been checked and screened by United States experts 
(especially the Harriman and Herter Committees and by the experts 
of the Administration). In many cases they were found to be over- 
ambitious and to require deliveries of American steel, machinery and 
equipment (heavy electrical equipment, farm machinery, etc.) that are 
still in very tight supply. These specific production targets were 
evidently regarded as indispensable for reaching a level of national 


* It is now customary to disparage the reconstruction schemes undertaken by the League 
of Nations in the 1920’s. The main reason for this unfavorable judgment is probably the 
fact that the economies of the reconstructed countries did not weather the storm of the 
Great Depression. But this is very unjust. The reconstruction of the ’twenties saved the 
various countries from economic chaos caused by inflation. This was essential for their 
economic welfare even though it did not make their economies depression proof. 
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income which, after deduction of certain items mentioned earlier. 
would leave an “acceptable” standard of living. 

The assumptions underlying ERP with respect to what can be 
regarded as an economically, socially, and politically tolerable mini. 
mum standard of living (civilian consumption) are fairly clearly stated 
in the Outline of European Recovery Program (pp. 71-72). 

There it is pointed out that in order to get speedy recovery it is not 
only necessary to supply the working population with the “minimum 
consumption physiologically necessary for production,” but also to 
provide sufficient incentives in the form of physically non-essential 
consumers’ goods available for purchase out of current earnings. The 
opinion is expressed that there is “no margin in the estimates of the 
executive branch for modification in the direction of greater austerity.” 
In other words, it is believed that more austerity, that is, less consump- 
tion than is implied in the estimates of import needs, would lead to a 
fall in effort, efficiency, and output and would so defeat its purpose. 
It is estimated that if the goals of the CEEC program were attained, 
at the end of the Recovery Program in four years’ time, the European 
standard of living would still be slightly below the level of 1938. 

It seems to me that an over-all statement for Europe or the sixteen 
participating nations as a whole is not very useful and rather mislead- 
ing. Evidently the situation is very different in different countries. For 
countries like Great Britain, Belgium, Denmark, probably also for 
France and Norway, it is unnecessarily pessimistic to assume that by 
1952 they will not have reached their prewar standard of living— 
barring serious political and social disturbances from outside and from 
within and assuming moderately reasonable economic policies. 

It is perhaps not sufficiently stressed in the various official reports 
that the minimum standard of living below which efficiency and output 
begins to decline is not fully determined by the availability of consump- 
tion goods. It is decisively influenced by economic policy. The Outline 
itself points out that “the lack of incentive is a product not only o/ 
the shortage of goods but of monetary inflation as well.” Especially 
“repressed inflation” and its machinery of rationing, price control, al- 
locations, etc., play havoc with incentives to work (apart from causing 
waste and misallocation of productive resources). Progressive taxation, 
beyond a certain point (which undoubtedly has been overstepped in 
Great Britain and other European countries) reduces the incentive to 
work and to venture. Most important, perhaps, in some countries the 
attitude, power, and political temper of trade unions put a floor undet 
the minimum acceptable living standards. If money wages are forced 
up whenever real wages fall below a certain level, and if this level under 
existing conditions is incompatible with full employment, the conse- 
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quence must be continuous inflation with all its disrupting effects, a 
persisting strain on the balance of payments and/or a certain amount 
of unemployment. Naturally, the larger the foreign aid, the higher 
the real wage level which is compatible with stable, non-inflationary 
full-employment equilibrium. But with any practicable volume of 
foreign aid, it is always easy to push the standard of living beyond the 
level that can be maintained without inflation, unemployment, and 
external deficit. 

Summing up, we may say the assumption underlying the ERP is 
this: Only with United States aid of something like the contemplated 
size, will it be possible to restore by 1952 living standards in Western 
and Northern Europe (excluding Germany, Austria, Greece and Italy) 
approximating the prewar level without continuing large external 
deficits. In view of the production record since the end of hostilities 
this seems to me entirely feasible, provided we assume reasonable 
economic policies and acceptance by the population, especially by 
organized labor, of the wage level that is implied. 

It should be clearly understood that in any such calculation or 
estimate an assumption must be made as to what constitutes an 
“acceptable” or “adequate” standard of living (consumption), 7.e., a 
level which does not give rise to a continuous upward pressure on 
wages (exceeding the rate of growth in productivity). The definition 
of an “adequate” living standard underlying the ERP seems to be a 
standard in the neighborhood of the prewar level. In what follows we 
shall, for simplicity, accept that standard.*® Correspondingly, we shall 
define an “adequate national output” as one which permits the country 
the enjoyment of an “adequate” living standard, that is, one in the 
neighborhood of the prewar level. 


VI 


I now come to the question of how to reconcile the desperate 
balance-of-payments situation of most countries of western Europe 
with their comparatively favorable production record. Is the external 
deficit merely the result of the fact that these countries are still unable 
to produce the physically or socially required minimum output or, 


* This does not constitute a scientifically demonstrable statement of fact, but is based 
on a value judgment of the following sort: No country shall receive aid, if it enjoys a 
living standard higher than the prewar level. The reader may, of course, if he wishes, 
substitute some other yardstick than the one here suggested. Instead of regarding a living 
standard in the neighborhood of the prewar level as adequate, he may be of the opinion 
that in some cases a higher level is justifiable on the ground, for example, that on a lower 
level the growth of communism could not be checked. Or he may be of the opinion that 

untries ought to get along with less than they had before the war. But some 
assumption has to be made. Otherwise, the whole discussion would be entirely in the air. 
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if not, that they produce the wrong things or try to live beyond their 
means, that they attempt to consume and to invest more than they 
produce? Or is it conceivable that the production problem may be 
solved in the sense that an “adequate” national product is produced, 
while at the same time it is impossible to balance the international 
accounts ?*** 

As far as the defeated countries and Austria and Greece are cop- 
cerned, their balance-of-payments problem is nothing but an aspect 
of their production problem, that is, of their inability to produce 
enough to provide a minimum standard of living. But how about the 
countries in Western and Northern Europe, assuming that their na- 
tional product has reached an “adequate” volume, 7.e., one close to the 
prewar level? 

It should be remembered that not only countries which suffered 
seriously in the war, but also countries which emerged from the war 
with enriched economies, like Canada, Argentina, and Sweden, experi- 
ence serious balance-of-payments difficulties and suffer from a “dollar 
shortage.” On the other hand, there are countries, like Jugoslavia and 
Poland, whose economies were probably more grievously damaged in 
the war than those of any other country except Germany, and who had 
to be kept alive by blood transfusion through UNRRA after the end 
of hostilities, that managed to live within their means and to equilibrate 
their balance of payments as soon as UNRRA deliveries came to an 
end. The same is true of Czechoslovakia with the difference that eco- 
nomically speaking she was a war profiteer, although her economy 
must have suffered from the ruthless expulsion of three to four millions 
highly skilled and productive German and Hungarian inhabitants and 
from the far-reaching nationalization of industries. True, none of these 
countries achieved equilibrium by classical methods. But it can hardly 
be said that the Western European countries were handicapped in 
dealing with their balance-of-payments problem by a doctrinaire re- 
fusal to utilize illiberal trading methods such as quotas, exchange 
control, government trade monopolies, bilateral clearings, etc.! 

I do not want, however, to deny the seriousness, in the short rui 
of the balance-of-payments problem of the Western European nations 
I think few would doubt that, if American aid were cut off suddenly, 
a most serious crisis would arise. The CEEC report does not exaggerate 


4) 


** The Economist (London, July 3, 1948) poses these questions very clearly (p. 4 
But it is very misleading to call one the “American” and the other the “European” view. 
The so-called “American view” is shared by many European experts and vice versa. More- 
over, The Economist sees the dollar problem in the inability of the European countries 
“to possess themselves of as many dollars as they would like to use”! (ibid.) In this 
trivial sense the dollar is scarce not only for Europeans but for Americans as well. 
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very much when it says: “If the flow [of American help] should cease, 
the results would be calamitous. Europe’s dollar resources are running 
low. One country after another is already being forced by lack of dollars 
to cut down vital imports of food and raw materials from the American 
continent. If nothing is done, a catastrophe will develop as stocks are 
exhausted. If too little is done, and if it is done too late, it will be im- 
possible to provide the momentum needed to get the programme [of 
reconstruction, of financial and monetary reforms, and of restoring a 
freer flow of goods and services] under way. Life in Europe will become 
increasingly unstable and uncertain; industries will grind to a gradual 
halt for lack of materials and fuel, and the food supply of Europe will 
diminish and begin to disappear.” 

But assuming that the emergency of the transition can be overcome 
—not an unrealistic assumption since the money for one year of ERP 
has been voted by Congress—why should it not be possible to develop 
within, say, a year or two sufficient exports or to produce substitutes 
for imports so as to fill the gap in the foreign balance, provided the 
over-all size of the national product is “adequate”? 

Let us discuss the reasons why this may be regarded as impossible. 
In the following analysis we accept not only the prewar level of na- 
tional product as a somewhat arbitrary measure of “adequacy,” but also 
assume that this level has in fact been reached or will be reached soon. 
Whether this is actually the case, is, of course, open to question. We 
must not go again into that issue,”* but we must discuss a few disguised 
and implicit denials of the truth of that assumption. The first three 
points below deal with such cases. 

1. It might be said—and I have heard it said—that the import 
gap cannot yet be eliminated because it is necessary to enable Great 
Britain (if I may again use the country about which we are best 
informed as an example) to carry out an investment program which, 
in turn, is indispensable for her economic recovery. 

This really amounts, again, to saying that national output is still 
inadequate. For to say that a certain amount of investment is necessary 
means one of two things: (a) either that income could not be main- 
tained without it,?® in which case it is really not net investment but 
teplacement and should be deducted from income, making it pro 
tanto smaller and “inadequate”; or (b) if it is met investment, that it 


* Vol. I, p. 60. The last sentence of this passage reads like a description of the American 
economy when it is in the grip of one of John L. Lewis’s work stoppages in the coal fields. 
*If the reader thinks that the present writer’s optimism is unjustified, he should re- 
member that the following argument is independent of this issue. 
* What is at issue here is, of course, not the multiplier effect of investment on national 
‘ncome, but the function of capital as a factor of production. 
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must lead to a rise in income and if that increase is deemed “neces. 
sary,” the current level of output cannot be said to be adequate. Hoy. 
ever, if we regard the prewar level of national income as adequate and 
assume that it has actually been reached (remembering that in the 
national income computation borrowing from abroad, the import sur. 
plus, is being allowed for as a negative item), the argument falls to 
the ground. 

2. It might be argued that, although national income is “ade. 
quate,” no large part is available for export or for import substitutions 
for the following reason: Consumption is at its socially tolerable mini- 
mum level (the prewar level), and can therefore not be cut to increase 
exports or to reduce imports. Now if income is at or above prewar and 
if the prewar situation was one during which positive investment was 
going on, current foreign disinvestment (the balance-cf-payments de- 
ficit) must be offset in the national income by (private) home invest- 
ment and/or government “output.”*® Private investment can presun- 
ably be substituted for imports or used to increase exports. But as- 
suming that it is too small there remains only “government output.” 
This may be regarded as irreducible,** because, for example, it con- 
sists largely of defense expenditures. 

Obviously, this argument again amounts to saying that national out- 
put is not “adequate.” 

3. It could be argued that, although national output may be near 
the prewar level and hence “adequate,” the deterioration in the terms of 
trade that has taken place since 1938 makes it impossible to provide 
an adequate consumption standard. This again amounts to saying that 
the national income is still inadequate, for surely real national income 
as distinguished from volume of production) must be so defined as to 
allow for the effect of changes in the terms of trade.” 

*In fact, looking at the British figures for 1946 we find “foreign disinvestment” at 
£400 million, “net capital formation at home” at £714 million, and “government current 
expenditure on goods and services” at £2,329 million (Cmd. 7099, p. 19). It should be 
mentioned, however, that the investment figure (capital formation) is a residual and there- 
fore probably not very reliable (op. cit., p. 26). 

"It could also be argued that it is not exportable. This is, however, incorrect except in 
the short run. Government output absorbs labor and goods and services which undoubtedly 
could be used in industry for exports or for import substitution. 

"It has been often pointed out, with special emphasis in the ECE Report, that a gener! 
rise in prices (apart from the deterioration in the terms of trade) has an unfavorable efiect 
on any country with a large import surplus such as Great Britain. The reason is that 
proportionate rise in export and import prices will widen the difference between the two 
(in terms of money) necessitating extra exports to fill the gap. Whether such a development 
really involves a burden depends evidently upon how the gap in the trade balance is being 
bridged. If it is filled by the export of services (such as shipping or tourist expenditures) and 


the prices of these services have gone up too, there is no loss. If the gap used to be filled by 
foreign investment income from fixed interest securities, the widened gap merely reflects 
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4. The basic argument of those who claim the existence of a real, 
intractable “dollar shortage” can be formulated as follows: Even if 
the national product is “adequate” as such, i.e., if a sufficient amount of 
soods or productive resources could be spared from home consumption 
and home investment and devoted to the production of export goods, 
it would be impossible, or at least very difficult, to find a market for 
sufficiently large additional exports. Stated so bluntly, this position does 
not sound very convincing. Nevertheless, it is very widely held by 
economists as well as others. 

To make sense, it must be assumed that imports cannot be further 
reduced or could be reduced only at sharply increasing costs. Moreover, 
since one can hardly speak of an absolute impossibility of raising ex- 
ports, the gist of the argument must be that export prices would fall 
sharply, in case an attempt were made to increase exports. Hence, the 
argument boils down to saying that if the countries now depending upon 
a huge import surplus from the Western Hemisphere try to fill the gap 
in their balance, the terms of trade will turn sharply against them.** 
This change in the terms of trade renders “inadequate” their national 


the depreciation in real purchasing power of investment income. 

The so widely adopted procedure of lumping services (such as shipping) with investment 
income rather than with commodity trade is very misleading in this connection. Unfor- 
tunately the ECE Report follows this confusing procedure. 

* The fundamental, terms-of-trade argument is often mixed with the dynamic argument 
to the effect that a deflationary spiral in the surplus countries might make the equilibration 
of the balance of payments impossible or difficult. Especially writers who wish to escape 
liberal conclusions at all cost are fond of inserting tricky short-run, dynamic considerations 
into the basic equilibrium analysis. A striking example can be found in Mrs. Joan Robinson’s 
brilliant essay, “The Pure Theory of International Trade,” (Review of Economic Studies, 
Vol. XIV, 1946-47, last paragraph on p. 104). It is interesting to watch her valiant struggle 
against certain conclusions from the theory which she obviously dislikes for ideological 
reasons. The struggle is made so hard for her by her scientific conscience which forces her 
to state the “classical theory” accurately and by her sense of realism which does not 
allow her simply to assume (as so many writers do) that the elasticities of international 
are such as not to permit a stable equilibrium to be reached. (See, especially, pp. 
100 For another example see T. Balogh’s article “Britain’s Foreign Trade Problem,” 
Economic Journal, March, 1948, p. 83. At the decisive point deflationary spirals are intro- 

ced as a deus ex machina, 

Now, my point is not that these short-run phenomena should be neglected, but rather 
at the two types of analysis should not be mixed up. It certainly can be argued that a 
determined attempt on the part of the deficit countries to fill the gap in their foreign 
balance, implying as it would a sharp reduction in the United States export surplus, 
would have a depressive effect on the United States economy. But it does not follow that 
4 serious depression in the United States would be the inevitable consequence. And if 
such a development really threatened, it would not be difficult to prevent the depression 
~—_ becoming very serious. At any rate, it is easier to do something about a depression 
mer to prevent a change in the terms of trade. There is no room here for discussing the 
cycical aspects of these matters more thoroughly. I only want to warn against mixing 
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income which was, by assumption, “adequate” under the original terms 
of trade.** 

This is, of course, a familiar proposition which raises many intricate 
questions of fact and theory, turning mainly upon the elasticities of 
demand for imports and exports. It will be remembered that exactly 
the same issue arose in connection with the German reparations jp 
the 1920’s. At that time Keynes argued that Germany could not pay 
reparations of the size stipulated in the Dawes plan because the terms 
of trade would move against her. The only difference is that at present 
the question is not that of bringing about an export surplus, but of 
eliminating an import surplus.*° 

It is impossible to discuss these issues thoroughly at this point. 
Ex post, Hitler’s economic achievements have clearly demonstrated, 
it seems to me, that Keynes was quite wrong (although I personally 
was quite satisfied with the theoretical refutation of Keynes’ argument 
ex ante). I am convinced that similarly now it is quite unrealistic” to 
expect a sharp change in the terms of trade against the deficit countries. 
Let me indicate a few reasons for this statement.** 


“TI rule out as unrealistic the possibility that the elasticities of demand for imports and 
exports may be such as to permit no equilibration. Even Mrs. Robinson accepts that con- 
clusion of classical theory (op. cit., pp. 100, 101). If the elasticities were “perverse,” the 
terms of trade would have to shift in favor of the deficit countries. That case can be ruled 
out too, but if it occurred, it would weaken the thesis criticised in the text. Let it be 
emphasized once more that the assumption of an intractable dollar shortage without 
reference to the terms of trade and their impact on the standard of living is entirely 
fallacious. This fallacious view is widely held, even by The Economist. Cf. the article 
“Dollars—an American Problem,” July, 1948. There The Economist repeats, without 
qualifications, arguments which it had expressed in an earlier article “The Dollar Problem” 
(Dec. 4, 1943), pp. 550-51. The earlier article was criticised in my paper “Some Factors 
Affecting the Future of International Trade and International Economic Policy,” which 
appeared in Economic Reconstruction, ed. by S. E. Harris (New York, 1944), pp. 326-27 
and will be reissued in Readings in the Theory of International Trade (Philadelphia, 1948) 

*Tt is the question of eliminating an (American) export surplus rather than creating 
a (German) export surplus. 

* Hitler succeeded in raising from the German economy for unproductive purposes sums 
which were a multiple of the reparations annuities under the Young plan. He did, of course, 
not attempt to transfer them. But can anyone doubt that a sufficient export surplus could 
have been achieved, if a part of the resources that were actually devoted to preparing wat, 
had been used for exports or for import substitution? (Note that the latter method would 
have tended to improve the terms of trade.) What could have prevented the transfer was 
(a) a serious depression in the world or (b) a refusal to accept German exports on the 
part of the reparations recipients (by raising tariffs and other obstacles to German exports). 
But these are different matters not at issue in the present context. 

™ There is nothing wrong theoretically with the argument. “It is not inconceivable” 4 
Marshall said (Money, Credit and Commerce, p. 354) that the terms of trade should move 
so sharply against a country or a group of countries, if they try to equilibrate their bal- 
ance, as to make the adjustment impossible, but it is extremely unlikely. 

“Further discussions will be found in my article “Dollar Shortage?” in The Foreign 
Economic Relations of the United States, ed. S. E. Harris, (Cambridge, Mass., 

Univ. Press, 1948). 
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a. Among the deficit countries there are countries of very different 
economic structure. There are not only the industrial countries of 
Western Europe, but also predominantly agricultural export countries 
like Argentina, Australia, Canada. It is mathematically impossible that 
the terms of trade should turn against all of them if they tried to 
equilibrate their international accounts. 

b. The filling of the gap in the balance of payments can be achieved 
not only by increasing exports but also by reducing imports. 

In the latter case, the terms of trade would evidently tend to 
move in favor of the deficit countries. This is a very important point 
in the present situation, because it is obvious that European import 
needs will fall sharply as soon as agricultural production and the out- 
put of steel, coal, textiles, and equipment recover. Also the import of 
shipping services will decrease and the export of tourist services will 
increase (the latter reflecting an increase in American demand for 
foreign goods, therefore not tending to turn the terms of trade against 
Europe. 

c. It is true the loss suffered by European countries of investment 
income from overseas is permanent or at least long lasting. But it is 
hardly large enough an item in the balance of payments to cause an 
appreciable change in the terms of trade.*® We must remember that 
the industrial countries have a great variety of actual and potential 
export and import articles. That fact effectively limits the change in 
the terms of trade that is required to bring about a given change in the 
foreign balance.*° Primary producing countries, because they are much 
more specialized, are in a more vulnerable position than industrial 
countries. 

My conclusion, then, is that adjustments in international trade 
currents of the magnitude required by the present world dollar shortage 
would not produce drastic shifts in the terms of trade of the ERP 
countries. 

Does that mean that these countries will find it easy to equilibrate 
their external balances? Not at all—but for very different reasons. 


VII 


Restoration of external equilibrium requires either that inflation be 
stopped and the currency revalued or that further drastic restrictions 
and controls be imposed. 


*The ECE Report estimates this loss at $1 billion for Europe as a whole. 

“This patent and important fact, which has been often stressed by theorists of inter- 
national trade (for example, by Marshall, op. cit., and F. D. Graham, “The Theory of 
International Values,” Quarterly Journal of Economics, August, 1922), is being persistently 
‘gnored by the believers in a God-sent dollar shortage. They are probably misled by the 
classical custom of two country-two commodity examples of international trade. 
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Inflation can be either of the open or repressed kind. Which one 
does the greater damage? It can be argued that a mild repressed 
inflation is a lesser evil than a galloping open inflation. But the trouble 
with the former is that it seems to be impossible to get rid of it with. 
out going first through a period of open inflation. Take again the 
British case as an example. It seems to me an illusion to expect that it 
will be possible to get rid of rationing, price control, and allocation 
without permitting a substantial rise in prices. The present artificial 
price level could be validated in a free-market economy only after 
mopping up excess liquidity and after reducing cost of production. The 
latter would in all probability entail a cut in money wages, which is 
entirely out of the question. 

On the other hand, the alternative is not to maintain the present 
hybrid economy—half free, half controlled—but the imposition of 
more drastic controls. Both liberal critics of the present policies among 
British economists, such as Harrod, Hicks, Meade, Morgan, Paish, 
Robbins, and Robertson, as well as the few advocates of complete con- 
trol, such as T. Balogh, agree that the inefficiency and wastes of the 
present system are intolerable.** (Whether the totalitarian solution, 
viz., complete or at least much more comprehensive control, is a prac- 
tical alternative is more than doubtful, but we cannot discuss this 
issue here. Theoretically it is, of course, always possible simply to 
assume an omniscient and incorruptible administration which guaran- 
tees optimum allocation of resources. Much of the planning literature 
suffers from this question-begging assumption. ) 

To discontinue an inflation, open or repressed, always causes some 
real pain and shatters pleasant illusions. It requires some industrial 
adjustments and reallocation of resources which can hardly be achieved 
without a certain amount of temporary frictional unemployment. But 
le. us not exaggerate. There is no justification for the widely held 
belief that an inflation must be followed by a period of deflation of 
commensurate intensity. Transitions from the big war inflations after 
the last war in Austria, France, Germany, and Italy to a period of 
stable prices were remarkably smooth.* There is absolutely no neces- 
sity that there should be a general and prolonged deflation. 

There must be, however, some reduction in consumption or invest- 

“ Sir H. Henderson believes that the “waste of productive power” caused by the present 
“excess of demand” is greater than the wastes due to deflation in the 1930’s. Economs 
Journal, September, 1947, p. 265. 

“On the other hand, the mild inflation of the late ’twenties was followed by the Great 
Depression. An explanation for this apparent paradox would not be hard to find. Suliice 
it to say at this point that it disproves the widely held view which regards each deflation 


(depression) as the unavoidable and commensurate (if not just and well deserved) punisi- 
ment for the excesses of the preceding inflation (boom). 
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ment, either private or governmental, when the foreign aid tapers off. 

his follows from the fact that the disappearance of the import sur- 
plus financed by American aid implies that fewer goods will be available 
for home consumption and investment irrespective of whether the 
gap is eliminated by a fall in imports or a rise in exports. It is dis- 
tasteful to make statements on this side of the Atlantic which seem to 
nr that European nations live on too lavish a scale and ought 
to retrench. But there can be no doubt that the greatest danger for 
the success of the Marshall Plan is that the participant countries per- 
mit a standard of living to be established which can be maintained 
only with American help. For that reason it is so important that the 
resources supplied by American aid should be used to the greatest 
possible extent to stimulate investment rather than to raise consump- 


tion.* 

In the case of investment, another danger has to be guarded against. 
It would be a mistake to concentrate too much on types of investment 
that yield a return only at a comparatively distant future. This danger 
seems to me very real. It is fostered by the easy money policy and by 
the passion for government planning** which naturally concentrates on 


“There is a douiwe reason for that: First, productive investments are a means of raising 
national output and consumption in the future. Second, a substitution of investment for 
imports or exports does not require a lowering of the standard of living, such as a substitu- 
tion of consumption would. 

As far as economists are concerned, it goes without saying (but it may be well to remind 

irselves) that it does not necessarily follow that ERP deliveries should consist as far as 

ible of investment goods (industrial raw materials and equipment) rather than of 

{ other consumer goods. Let us remember that capital can move internationally 

hape of consumption goods as well as in that of capital goods. Which form it takes 

tter of the international division of labor depending upon the comparative cost 

uation of the countries concerned. There is a presumption that industrial countries, 

speci: ~ if they are supplied with some basic raw materials such as iron and coal and 

y are planning for international division of labor rather than for autarky, should 

capital largely in the form of food. It is a good thing that the ERP law does not 

scribe th at aid should be given in any particular form and it is gratifying that Congress 

di d not accept the proposal advocated in some quarters, including the Herter Committee, 

according to which the question whether aid was to be given in the form of a grant or 

credit, was to be decided according to the nature of the goods delivered: Equipment was 

to be delivered on credit and materials and food on grants. There would be no economic 
justification for such a rule. 

In this connection the larger question may be raised whether it would not have been 
advi isable (or will become advisable in subsequent years) to put the program on a monetary 

basis, that is, to allot a certain amount of money to each country and to do away with 
the complicated and expensive machinery of allocating and procuring individual com- 
modities and with making forecasts of commodity requirements and availabilities, Super- 
vision of monetary and financial policies and budgetary controls would be much more 
useful and efficient than detailed commodity planning. The latter is a relic from the 
period of wartime scarcities and is rapidly becoming obsolete. Is it not time to scrap the 
clumsv wartime planning, and replace it by the much more efficient price mechanism ? 


“It is one of the ironies of our time that “capitalist” America, the country which sup- 
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hydroelectric installations and similar long-range investment schemes. 
It has been stressed recently by many prominent British economists 
(e.g., by J. R. Hicks, R. Harrod, Victor Morgan) that in Great Britain 
too large a part of the productive resources is being committed to exces- 
sively long-run investments. In other words, round-about ways of pro- 
duction are being initiated which are incompatible with the current rate 
of saving and the amount of American aid which is available. 

Let me recall the passage from the Harriman Report (which was 
quoted earlier) to the effect that the European troubles flow rather 
“from an acute shortage of working capital . . . than from wartime 
physical destruction.” Similarly, J. R. Hicks has drawn attention to 
the fact that one of the worst and most disrupting consequences of 
suppressed inflation is that it sucks the economy dry of stocks.** The 
consequence is numerous interruptions in industrial activity whenever 
there is the smallest hitch in the flow of goods through the economic 
organism.*® 

If this is correct, it follows that replenishment of inventories, i.., 
investment in working capital, the shortest kind of investment, will 
have to play a prominent part in the recovery program. The same 
holds true of other kinds of comparatively short-term investment, | 
mean investments designed to repair and patch up things. There is 
great danger that these pedestrian though essential and highly pro- 


ductive improvements are neglected by the attention that is being paid 
to grandiose investment schemes which catch the public’s and the plan- 
ner’s eyes.* 


posedly stands for free enterprise, strongly encouraged the European countries in their 
central planning. This was certainly not the outcome of a deliberate plan on the part of the 
American statesmen. But it is a fact that the way in which the Marshall Plan was pre- 
sented to the European countries, left them no choice but to draw up a four-year plan. 
A European economist who took part in the Paris negotiations told the writer: “When 
I worked for my government, it took me five months to draw up an import plan for the 
next year. When I came to Paris, the questionnaires submitted by the American experts 
forced me to make a plan for four years within one week.” 

“ Lloyd’s Bank Review, Summer, 1947. The same is often true, although to a much 
lesser extent, of open inflation. 

“As an illustration, imagine the disruptions which would be caused in the American 
economy by, say, a short coal strike or a teamsters walk-out if there were no stocks to 
cushion the impact. 

“This is, of course, one of the consequences of the fact that the price mechanism has 
been largely eliminated and its place has mot been taken and cannot yet be filled (at least 
in a “free society”) by comprehensive planning. The inefficiency and wastefulness of semi- 
planning are especially glaring in the field of allocating resources over time, i., in the 
investment field. The preoccupation of Keynesian theory with aggregate investment with- 
out paying any attention to its internal (especially time) structure has prevented a proper 
understanding of this very important matter. (This does not mean that the Keynesian 
approach is not entirely legitimate and fruitful in other contexts, for example, in the 
analysis and therapy of depressions in a free-market economy.) Cf. the following passage 
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Summing up, if either one or both of the two mistakes are made, 
if the standard of living is allowed to rise too high, or if the capital 
structure is overextended, the participating countries will be, at the 
end of the ERP, whether it comes in two years or in four, in the 
same predicament as they are now: Especially their balance-of-pay- 
ments problems will be as far from a solution and their dollar deficit 
as high as at present and they will be able to plead—quite truthfully 
from a short-run standpoint—that they are on the verge of economic 
collapse unless further dollar credits are granted. It is probably too 
optimistic to hope that these mistakes will be entirely avoided. It is 
wiser to expect a serious crisis at the end of the ERP, whenever it 
comes. But there is no reason, barring extraneous disturbances and 
gross mismanagement, why the remarkable recovery in output which 
has occurred since the end of hostilities should not go on, enabling 
Europe to enjoy a gradually rising standard of living. This is sufficient 
justification for expecting that the European countries will be in a 


from E. Victor Morgan’s article “Multilateralism Eventually” (The Banker, London, 
October, 1947, p. 25) which deserves to be quoted in full: “Perhaps the greatest single 
contribution [of British economic policy to world recovery] would be a return to a 
rational system of prices—including, of course, wages, which are only a special kind of 
price. The price system is an essential test of efficiency, the only possible yardstick with 
which to compare the usefulness of different kinds of effort directed to different ends. But 
prices have been so bedevilled by inflation in some sectors, and by controls and subsidies 
in others, that the price yardstick is about as useful as an elastic tape measure. The 
price system, too, should guide resources into those uses in which they are most 
needed; but in present circumstances the pressure of unspendable income is constantly 
raising the prices of uncontrolled and black market goods and so diverting resources 
from more to less necessary ends. If we could export more textiles, we could buy more 
bacon, and if we could buy more bacon, we could probably get more output from 
miners, steelworkers and others; yet the textile industries remain short of workers because 
consumers can pay high prices for luxury goods and services and so enable the producers 
of these to outbid the textile manufacturer for labour. This is only one of many examples 
of a price system distorted by inflation. 

“Another aspect of general policy which will greatly affect the export position is the 

amount and direction of new investment. Too much emphasis has recently been laid on 
grand schemes of re-equipment, and this has obscured the fact that a lot can be done 
by a policy of ‘make do and mend.’ An old-fashioned British industry may still compete 
with a newer foreign one provided that its owners do not expect old capital to yield as 
high profits as new, and workers do not insist on real wages as high as those in the more 
efficient foreign industry. New investment is needed in order to pay good wages and good 
dividends, i.¢., to raise the standard of life all round, and it will be good long-run policy 
to encourage the highest practicable level of investment for many years to come. But if 
the nation tries to do too much at once, it will only overstrain its resources and do more 
harm good; this has been made glaringly obvious lately, and is now generally rec- 
ognized. 
“Hence it follows that we shall have to be content in the immediate future with con- 
siderably less new investment than our optimistic planners had counted on, and it becomes 
even more important to direct this limited amount into the channels in which it will confer 
the greatest benefit. Sound judgment in this most difficult matter has been made even 
harder by the practice of submitting grandiose plans on behalf of entire industries.” 
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much better economic position, and one may hope that they will also 
be politically more consolidated than they are at present to weather 
a crisis of transition. 


VIII 


Much stock has been placed in the device of local currency deposits 
for the purpose of mopping up purchasing power and stopping ip. 
flation. The final legislation of the Marshall Plan provides that for 
commodities or services furnished to a participating country on a 
grant basis (as gift), a “commensurate amount’** in local currency 
shall be paid in a special account. These sums shall be used “for 
purposes of internal monetary and financial stabilization, for the 
stimulation of productive activity,” etc., by agreement between the 
participating country and the administrator. 

It has been widely assumed that by sterilizing such sums it would 
be easy to counteract inflation to any desired extent. To the extent 
that ERP goods are sold for local currency it would indeed technically 
be possible to contract the circulating medium. For many of the re. 
cipient countries deliveries on grant will probably be large enough for 
the corresponding local currency deposits to exert a substantial de- 
flationary pressure,** if, other things being equal, the local currency 
equivalent were withdrawn from circulation. But it would be an 
illusion to assume that we have in this method an easy and painless 
solution of the inflationary problem. Such a policy would require 
the faithful cooperation of the foreign governments. It would be very 
easy for them to offset the anti-inflationary effect of the local currency 
deposits by expenditures elsewhere. 

The experience with the British loan shows clearly that we have no 
easy and automatic solution here. The truth of the matter is that 
the fundamental problem as formulated earlier in this paper, namely, 
how to keep the standard of living within reasonable bounds and how 
to direct investment into the right channels (specifically how to avoid 
overambitious long-run investment schemes), have to be faced square- 

“ The law refrains from defining what a “commensurate amount” is. This question wil 
have to be decided by the administrator in negotiations with the participating countriss. 
Some intricate problems may arise in this connection in countries with multiple exchange 
rates or beceuse of the fact that the sales price may be less (say, in case of subsidies) 
than the landed cost. Local currency deposits are required only for deliveries on grant nol 
for those on credit. Compare the discussion of this matter in Outline of European Recover) 
Program, p. 49. 

“ The law provides that out of $5.3 billion not less than $1 billion should be delivered 
on credit. The administrator will decide (in consultation with the National Advisory 
Council on International Monetary and Financial Problems) how much of the rest shall 


be given as grant. The distribution of the total among the participating countries has not 
been laid down in the law. 
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ly. Local currency deposits can contribute to a solution, but only if 
they are treated as one element of the over-all policy. It will be 
remembered that a problem analogous to the local currency deposits 
arose in connection with the German reparations. It was the question 
of what should be done with non-transferred sums which had been 


‘collected in German currency and placed on reparations account at 


the disposal of the Agent General for Reparations. It was then pointed 
out that, in order to exert deflationary pressure and so to bring about 


an export surplus and to enforce the transfer, the sums ought to be 


sterilized and not invested (as they actually were) in the German 
money market. At present, it is not a question of bringing about an 


| export surplus but of reducing the import surplus of the participating 


countries, but the problem is the same.” 


IX 


It has been the American policy, pursued with astonishing persist- 
ency for the last fifteen years, to lead the world back to non-discrimina- 
tory, multilateral trading methods. The Bretton Woods Agreements, 
the Geneva Agreement on Tariffs and Trade (October, 1947) and the 


; |.T.0. Charter are milestones in this uphill fight. The Anglo-American 


Loan agreement contained specific undertakings on the part of the 
British government and led to the premature and for that reason 
disastrous step of making sterling freely and multilaterally convertible. 
Ex post, the reason for this spectacular miscalculation is pretty clear. 
To open the gates for imports in a country which is still under heavy 
inflationary pressure, with the symptoms barely suppressed by stifling 
controls, was bound to be a failure.™* 

The failure of that premature attempt at enforcing multilateral 
convertibility has evidently made the framers of the ERP cautious. 
There are no binding commitments on the part of the participating 
countries with respect to their trade and exchange policies. There are 
only, as mentioned above, solemn promises in the CEEC Report “to 
abolish as soon as possible the abnormal restrictions which at present 

"It goes without saying that a solution which implies a severe depression with much 
unemployment would not be regarded acceptable. That is the reason why the financial 
sterilization of the local currency equivalents cannot be regarded in isolation from the 
fundamental question of the standard of living, wage level, and the type of investments 
which are to be undertaken. Monetary deflation without regard to these basic matters would 
at once spell depression. 

“It is well known that the situation was aggravated by the escape of capital, i.e., of 


® some of the sterling balances accumulated during the war. The whole thing could have 


been easily foreseen: All that was required was the application of the elementary principles 


s of international trade. For further analysis, see my paper “Dollar Shortage?” in The 


Foreign Economic Relations of the United States, ed. S. E. Harris (Cambridge, Mass., 
Harvard University Press, 1948). 
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hamper their mutual trade” and “to aim, as between themselves and 
the rest of the world, at a sound and balanced multilateral trading 
system based on the principles which have guided the framers of 
the Draft Charter for an International Trade Organization.” The 
final U. S. legislation (“The Foreign Assistance Act of 1948”) refers 
to and underlines in Sec. 115 (b) these pledges of the CEEC countries, 
It also provides that with each participating country an agreement 
shall be concluded in which “appropriate provisions” shall be made. 
“among other things,” for “taking financial and monetary measures 
necessary to stabilize its currency, establish or maintain a valid rate 
of exchange, to balance the budget . . .” and for “co-operating with 
other participating countries in facilitating and stimulating and ip- 
creasing interchange of goods and services . . . and co-operating to 
reduce barriers to trade among themselves [i.e., the participating 
countries] and with other countries.” It is to be hoped that this chance 
to promote freer trade will be exploited to the full. Since it is backed 
by ample funds, it is a unique opportunity which should not be 
allowed to slip. It requires, however, in order to be successful, that 
the government budget be balanced, excess liquidity be mopped up, 
current credit expansion be avoided and exchange rates adjusted. In 
other words, open inflation must be stopped and the state of repressed 
inflation discontinued. The latter implies a radical change in the policy 
of rationing, price fixing, and allocation. Professor F. Lutz has pointed 
out® that “the ultimate return of the European countries to multi- 


*® CEEC Report, Vol. I, p. 30. 

The Marshall Plan and European Economic Policy, Essays in International Finance 
No. 9 (Princeton, Princeton Univ. Press, 1948), p. 19. See also the excellent discussion of 
the extreme importance of restoring multilateral trade, and of the prerequisites of such 
a policy, in the ECE Report (passim). In one respect, this able document seems to me the 
victim of a fallacy: In discussing the possibilities of European export expansion, it 
stated that the possibility of Europe achieving an export surplus with countries outside the 
United States (say, in Latin America and South East Asia) and using the proceeds for 
settling the trade deficit with the United States triangularly, “is extraordinarily unpromis- 
ing because of the serious deterioration in the trade balance of non-European countries 
with the U. S.” (p. 70). This is fallacious because the reason of that deterioration i 
precisely the fact that those countries have to buy in the United States all those manu- 
factured goods which they used to get in Europe. If Europe were again able to deliver 
these goods and to dislodge United States exports in Latin America, etc., those countries 
would automatically develop an export surplus with the United States which could thea 
be applied to Europe’s trade debit balance with the United States. 

Of course, there may be all sorts of difficulties and hitches: Europe may have to make 
price concessions to recapture its markets in Latin America and elsewhere, but the chances 
are certainly not bad. Those countries are used to European goods and the German example 
after the last war proves that in a short time the old trade channels can be reopened. There 
may be difficulties in the United States when exports fall. But this has nothing to do 
with criticized argument. Still another difficulty is that the Latin American countries 
themselves are at present in a state of general overspending and balance-of-payments 
trouble. But this again is something different from the point in question. 
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lateral trade, free from foreign exchange controls, import licensing, 
and the like, depends on their own economic policies rather than on the 
volume of aid they may receive. The amount of that aid . . . will not, 
per se, evoke the shift in policy toward a free trading world.” This is 
quite true in the sense that even with a large volume of foreign aid 
it is always possible to overspend in a manner which would effectively 
maintain inflationary pressure, open or repressed, and so necessitate 
the maintenance of tight controls on foreign trade which, in practice, 
cannot help to take on a bilateral pattern. On the other hand, Pro- 
fessor Lutz would not deny, I am sure, that foreign aid, if applied 
wisely, will make it easier to introduce the reforms necessary for 
restoration of multilateral trade. 

In this field again there is great danger that too much emphasis is 
placed on grandiose but utterly Utopian schemes and that the pre- 
occupation with such schemes which easily catch the eyes of the 
public (and are eagerly embraced by politicians and statesmen because 
they afford an opportunity for displaying idealism, yet do not imply any 
real commitment) cause a neglect of more modest, pedestrian though 
vital reforms which have the disadvantage of stepping on many toes. 
(No real reform can avoid hurting special interests.) Such a grandiose 
plan is the formation of a Western European Customs Union or Eco- 
nomic Federation. This idea has always been popular in the United 
States. It has found its expression in the “Declaration of Policy” of 
the ERP legislation (“Foreign Assistance Act of 1948,” Sec. 102 (a)): 
“Mindful of the advantages which the United States has enjoyed 
through the existence of a large domestic market with no internal 
trade barriers, and believing that similar advantages can accrue to the 
countries of Europe, it is declared to be the policy of the people 
of the U. S. to encourage these countries . . .” and then, after this high 
sounding beginning, the declaration trails off into a weak ending: 
“through a joint organization to exert sustained common efforts as 
set forth in the report of the CEEC signed at Paris on September 22, 
1947, which will speedily achieve that economic co-operation in Eu- 
tope which is essential for lasting peace and recovery.” 

There can be not the slightest doubt that freer and more intensive 
interchange of goods between the participating countries (and as much 
trade as possible between them and Eastern Europe) is essential for 
their recovery. But it is equally certain that, in spite of all the talk 
of well meaning, internationally minded idealists and of high sounding 
resolutions of dozens of official and unofficial international gatherings, 
a European Economic Union is impossible without complete political 
unification. It is therefore utterly Utopian, unless it were to be imposed 
by a European dictator, a Hitler or a Stalin. A mere customs union 
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would not mean anything nowadays with all other devices of interna. 
tional and national control being maintained. And where are there two 
countries in Europe (except perhaps Belgium and Holland) which 
could agree on such things as rationing, price control, subsidies, jp. 
vestment policies, credit policy, taxation, etc.? It can even be argued 
that a reduction of customs duties under present conditions would be 
bad in most cases because it would merely lead to a tightening oj 
other, more disruptive controls*® and would increase inflationary pres. 
sure. The truth of the matter is that even with a much lesser degree 
of planning and government intervention than is now being practiced 
everywhere in Europe, a European economic unification is impossible, 
For the plans of different countries simply do not mix. 

This criticism of a European economic union or customs union should 
not be regarded as an expression of defeatism and counsel of despair.” 
It is nothing of the sort. It is only a warning not to waste efforts on 
a chimera. Europe can recover without an economic union or customs 
union having been set up. It is true, reopening of multilateral trade 
channels within Europe as well as in the world at large is essential 
for speedy recovery” and utilization of multilateral trading methods 
will reduce the burden upon the American taxpayer or at any rate 


“Benelux so far is nothing but a customs union meaning very little and it remains 
to be seen whether the two countries will be able to forge a complete economic union. The 
difficulties which they encounter are quite formidable. For a competent discussion, se 
Preliminary Report 24, Subcommittee on France and the Low Countries of the Hous 
Select Committee on Foreign Aid, The Belgian-Luxemburg-Netherlands Customs and 
Economic Union (Washington, Government Printing Office, 1948). 

“This is, however, not true of the United States because the other controls are, at 
present, not practiced in this country. 

* Let me add that I use the word Economic Union or Customs Union in a strict, eco- 
nomic sense. There is no objection implied against the political movement now under way 
for closer European cooperation in the political and economic sphere. If a state of affairs 
could be restored as it existed before the outbreak of the Great Depression, with the same 
tariff level as existed then, few quotas, no exchange control, comparatively free travel, 
etc.—that might well be called an economic union compared with the present situation 
A union or federation in this non-exclusive sense would, of course, be all to the good. 


* See the ECE Report where it is shown that intra-European trade has lagged behind 
Europe’s trade with the rest of the world. The recovery of the latter is largely due to 
United States aid. 

The resumption and expansion of trade with the Russian dominated countries in Eastem 
Europe has special economic and political significance, but for lack of space cannot be 
discussed in the present article. Nor is it possible to deal here with the portentous problem 
of German economic recovery. For Western Europe, trade with the Russian block is not 
of very great importance. For Germany and Austria, it is. From a purely economic point 
of view a continuation of the deep depression of the German economy need not prevent 
Western Europe from continuing its own recovery, although an improvement in the German 
economic situation would certainly accelerate the recovery of its neighbors, especially the 
Low Countries. From a political point of view, however, a continuation of the stupor 
of the German economy is fraught with dangers which are bound to have serious economic 
repercussions. 
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make the effect of a given number of dollars more effective. The Ad- 
ministrator has plenty of opportunity to foster multilateral trade, be- 
cause, fortunately, there are no serious limitations on “off-shore” 
purchases, 1.€., purchases outside the United States. In other words, 
the Administrator can buy relief goods wherever they are cheapest. 
In fact, it will not be particularly difficult, I think, during the life of 
the ERP to revive multilateral trade, by underwriting to some extent 
clearing balances between the participating countries, making offshore 
purchases in Europe and elsewhere by footing Great Britain’s wheat bill 
in Canada, and so on. The real difficulty will be to maintain these gains 
and to keep trade flowing multilaterally once the ERP begins to taper 
off. 

Efforts should be devoted to the task of loosening exchange control 
and eliminating quotas for good—a herculean task which, to repeat, 
requires the prior restoration of internal monetary equilibrium in the 
various countries and adjustment of exchange rates. A substantial suc- 
cess in that direction would constitute a major achievement and if there 
are any energies left, they should be directed towards an all-round 
reduction of tariffs rather than be wasted on the futile attempt to set 
up a preferential! tariff system for Europe. 


® The only restriction is that “surplus agricultural commodities” shall “insofar as prac- 
ticable’ be procured only within the United States. There are, however, exceptions to this 
rule and there is probably no danger that it will be seriously restrictive. Cf. Economic 
Cooperation Act of 1948, Sec. 112 (d). 
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HUNGARY’S RECENT MONETARY CRISIS 
AND ITS THEORETICAL MEANING 


By BERTRAND NoGARO* 


Not many monetary catastrophes similar to those which succeede( 
the First World War immediately followed the Second World War, 
Aside from those in Greece, Hungary, Poland, and Rumania, only 
quite limited currency depreciations have been observed so far. Hun- 
gary, however, presents a case of extreme depreciation which leaves 
the fall of the mark in 1923 far behind. When the fall of the mark 
was finally arrested, the paper mark was converted into a new mark 
which equaled the old at the ratio of one trillion’ depreciated marks 
to one goldmark. When on August 1, 1946, however, the pengé was 
replaced by the new forint after less than one year of monetary crisis, 
the ratio was 400 octillions* to one forint and since the 1938 pengé was 
equal to 2.07 forints, the ratio was actually 828 octillions® of de. 
preciated pengd to one prewar pengo. 

Hungary’s latest monetary crisis is, however, notable not only for 
the speed and extent of the depreciation, but also for the nature of 
the measures taken in an effort to check it and for the circumstances 
in which the currency was stabilized. Finally, this crisis is significant 
as a novel attempt to neutralize the depreciation through the use of 
an index-currency. 

So far, not all facts relating to the extraordinary features of the 
Hungarian currency problem are known in every detail. Although the 
history of this monetary crisis goes back less than two years, the 
data available are not as complete as one might wish. It is, neverthe- 
less, possible to draw some very instructive conclusions and it is in- 
teresting to raise questions even if for the present some of them have 
to remain unanswered. 


I. The History of Hungary’s Monetary Crisis 


A. The Stages of Depreciation 
When after the First World War the Hungarian government had 


* The author is professor of economics in the Faculty of Law, University of Paris. This 
article has been translated from the French version by Dr. Helen Osterrieth Nicol, a memoer 
of the staff of the department of economics, George Washington University. 

* One trillion according to American and French usage, one billion according to English 
and Central European usage. Figures quoted henceforth will be given in American and 
French usage. 

One octillion = 1,000,000,000*. 

* As much as 920 octillions according to the pengé-dollar rate. 
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succeeded in putting an end to the currency depreciation, it adopted 
4 new monetary unit, the pengd, which was equal to 263.16 milligrams 
of fine gold. This new money was put into circulation on January 1, 
1927 and remained stable until 1931 when it broke away from gold. 
Before the beginning of the Second World War the pengo was sacrificed 
on the exchange market because of the existence of a gold premium 
of 50 per cent in terms of its original parity. Thus, on the eve of the 
last war, the pengé-dollar rate was 5.14 peng to one dollar. 

During the war, Hungary’s monetary situation was affected by 
government financial policy and by economic circumstances. In 1937 
a five-year plan for rearmament had been adopted which entailed, at 
the outset, an expenditure of one billion pengd. This was followed by 
war expenditures and occupation costs so that from 1939 to the end 
of 1944, the national debt increased from 1,659 millions to 15 billion 
pengd, while the note issue increased from 831 millions to 10.7 billions. 
During the same period, large deliveries made to Germany and Italy, 
especially of cattle, very much reduced the country’s food supplies. 

Accordingly, there existed two conditions for a price rise, that is, 
for an internal depreciation of currency—an increase in the monetary 
medium (signes monétaries) and a decrease in the supply of commodi- 
ties. Nevertheless, during this first stage, that is from 1938 until the 
end of 1944, Hungary’s monetary situation was in no way exceptional.* 

The first months of 1945 marked the beginning of the second phase 
of Hungary’s currency depreciation. Following the arrival of the Rus- 
sian armies, there was first a period of about four months during which 
note issues ceased almost completely because the Hungarian nazis 


| had carried off the bank-note reserves of the National Bank. Further- 


more, the Russian Army put into circulation only the small amount of 
money sufficient for its own needs. On the other hand, all war restric- 
tions such as taxation, rationing, etc., had been suspended, while the 
supply of commodities remained very low. During this period the cost 
of living rose fifteen times from its former level. 

On April 29, 1945 the Hungarian government again put notes 
into circulation, but an improvement in the food situation compensated 
for the effect of the new issues.° 

In September, 1945, the depreciation of the peng accelerated. It 
should be noted that a large number of pengé had entered that part of 
Transylvania which was annexed by Rumania, where these pengd 


: Cf. Revue de la Situation Economique 4 I’Etranger, published by the French Ministry 
of National Economics (le ministére francais de l'économie nationale), No. 1 (January, 
1946), p. 77. 

*Cf. N. Kaldor’s article on “Inflation in Hungary,” Manchester Guardian, weekly, 

December 7 and 13, 1946). 
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circulated side by side with the leu. The Roumanian government cop. 
verted only a part of them and the rest returned to Hungary. The 
same thing happened with pengd which had filtered into Austria 
These old peng6é were withdrawn from circulation on August 1, 1945 
but the budget expenditures were covered by normal revenues up ty 
not more than approximately 15 per cent.° New issues of peng in. 
creased rapidly. Towards the end of the fall of 1945, the third stage 
began when Hungary found itself engulfed in a currency depreciation 
which is without historical precedent. 

The following table’ gives the main statistics of this great monetary 
crisis. 


TABLE I 
Price Index Dollar Exchange 
Dates Base: August 26, on the 
1939 = 100 Black Market 
1945 July 105 1,320 
August i71 1,510 
September 379 5,400 
October 2,431 23,500 
November 12,979 108 ,000 
December 41,478 290 , 000 
1946 January 72,330 795 ,000 
February 435 ,887 2,850,000 
March 1,872,913 17,750,000 
April 35,790, 361 232 ,000 ,000 
May 11,267 millions 59,000 millions 
1946 First two weeks in June 862,317 millions 7,600,000 millions 
Second two weeks in June 954 trillions 42 ,000 trillions 
First two weeks in July 3,066, 254 trillions 22 ,000 , 000 trillions 
Second week in July 11,426 quintillions 481,500 quintillions 
Third week in July 36,018,959 quintillions 5,800,000 quintillions 
Fourth week in July 399 ,623 septillions 4,600 ,000 septillions 


Table II shows the increase in the total number of notes issued by 
the National Bank of Hungary. 


B. The Devaluation of December, 1945 


The first attempt to check the depreciation of the pengé was made 
towards the end of December, 1945. A decree was broadcast Decen- 
ber 18 and published by the press on the 19th. By this decree the 


* This information was given by Professor Eszlary in a lecture delivered at the University 
of Pecz (Hungary), during the academic year 1946-47. He was kind enough to transmit 
this information to the author. 

"Cf. the first of three articles published by Professor Varga in the Neue Ziircher Zeitung, 
(January 7, 8, and 9, 1947). 
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government proclaimed the following regulations: Henceforth, all notes 
of 1 thousand or more pengo were prohibited from further circulation, 
unless stamps were affixed to them. The stamps were sold by the 
government at a cost of three times the face value of the notes. Thus, 
an owner of four one thousand pengé notes could only keep one of 
them by sacrificing three others for it. Private currency holdings and 
the number of notes in circulation were thus reduced by three-quarters. 


© Meanwhile, the face value of bank deposits and other credits and 


TABLE IT 
Date Notes Issued 
December 31, 1945 765 ,400 
January 31, 1946 1,646,000 
February 28, 1946 5,238,000 
March 31, 1946 34,002 ,000 
April 30, 1946 434,304,000 
May 31, 1946 65,589,000 ,000 
June 30, 1946 6,277 ,000 ,000 ,000 ,000 
July 31, 1946 17 ,300 ,000 ,000 ,000 ,000 , 


* 17.3 quintillions. 


liabilities was unchanged; and, in particular, wages and salaries were 
untouched. 

When these regulations were announced, many business men thought 
they had to raise their prices. Subsequently, from these new levels, a 
very considerable fall in prices took place—amounting to 40 per cent, 
60 per cent, and even 80 per cent—for a great many commodities. 
But it lasted only a few days. At the end of the month, this price fall 
was completely checked and the movement of prices tended upwards 
again. Soon the depreciation of the currency advanced so rapidly that 
it not only was felt from day to day, but even from hour to hour. 
Employees had hardly received their pay when they rushed outside 
to buy what they could. 


C. The Creation of the Tax Pengé 


On January 1, 1946, other measures were put into effect. These were 
designed not to check the pengéd depreciation but to neutralize its 
effects. A new money of a special nature made its appearance. This 
money was called the tax pengd (pengoe fiscal). 

The creation of the tax pengé was, at its outset, a simple fiscal ex- 
pedient. In all countries where an accelerated depreciation of the 
currency occurs, the tax yields lose a great deal of their purchasing 
power between the time that the tax is imposed and the time when it is 
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collected and the tax sums expended. It was therefore decided that tax. 
payers would henceforth pay the treasury the amount of the tax as 
stipulated on the tax notice, multiplied by a factor corresponding to the 
daily published price index. In order to achieve this result easily, a new 
money of account, the tax peng6, was created. Its rate was published 
every day in accordance with a price index expressed in terms of 
regular pengo. The taxpayers’ liabilities were thus designated in this 
money 0. account. 

Soon, however, this money was used in business transactions. Be- 
ginning with January 10, 1946, commercial banks and savings banks 
opened valorization accounts which they were obliged to establish in 
tax pengo. After the depositor had paid in a certain amount of regular 
pengo, he received, upon withdrawal of his deposit, the same amount 
of pengd, multiplied by a factor equal to the ratio of the tax pengé’s 
rate of the day of withdrawal to the rate of the day of deposit. 

These valorization accounts were encouraged in order to reduce the 
demand for dollars, the purpose of which was to acquire a stable 
money. The general use of the valorization accounts meant that the 
banks receiving deposits in this form were able to grant credits under 
the same conditions. 

Beginning with June 1, 1946, notes of tax pengo were issued. They 
could be bought in exchange for regular pengo at post offices or savings 
banks. Owners of tax peng could keep them or later exchange them for 
an amount of regular peng6 corresponding to the rate of the tax peng of 
the day—as if they had a valorization account, with the advantage that 
they were not required to give advance notice. It was therefore as- 
sumed that the tax pengd would be hoarded. But soon many payments 
were stipulated and settled in tax pengd. The tax pengo thus ceased 
to be solely a money of account but played the role of a store of value 
until it became currency which fulfilled all the functions of money. 

Soon, however, the tax peng6é which on January 1, 1946 was equal 
to one regular pengd developed a slight premium in relation to the 
latter, and finally an “astronomical” one. On February 1, it was worth 
1.7 regular pengd; at the end of June, it was worth 7.5 billions; on 
July 5, 1.2 quintillions® and on July 27, 2 octillions. 

The depreciation of the regular pengé in terms of commodities and 
in terms of the dollar took place at the same time as its depreciation 
in terms of tax pengd. This is shown in the first column of Table 
III. 

The tax pengo depreciated as shown in Table III. 

Until April 18, that is for almost four months, there was no price 


* One quintillion = 1,000,000,000*; one octillion = 1,000,000,000°. 
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rise whatsoever in terms of the tax pengd, which meant that it did 
not depreciate internally until then. Also, not until some time in April 
did the tax pengé depreciate in terms of the dollar. Beginning with 
June 20 the depreciation accelerated. It became suddenly more severe 
between July 16 and 23, precipitous between the 24th and the 27th, and 
more moderate during the last three days of the month. It should be 
noted that the extreme depreciation of the tax pengé occurred only 


Index of the Dollar 


TABLE III 


Average Daily Rise 


of Prices as 
Percentage of the 
Tax Pengé 


Prices in 
Tax Pengé 
(Jan. 1, 1946=1) 


Rate of Exchange 


on the Black Market 
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after the news had leaked out that it was to be withdrawn, without 
information as to its rate of conversion. 


D. The New Forint 

On August 1 a new monetary unit was put into circulation, called 
“forint,” equal to 75.7 milligrams of gold.*° The regular pengo were 
withdrawn from circulation and redeemed at the exchange rate of 
400 octillions to 1 forint and the tax pengé, which continued to circu- 
late as auxiliary currency, were converted at the rate of 200 millions 
to 1 forint. The new forint dollar rate was 1 to 11.74. Since it had been 
1 to 5.14 before the war, the exchange multiplier adopted by the 
National Bank between the 1938 pengé and the 1946 forint was set 
at 11.74 to 5.14, that is, in round figures, 2.3. 


E. The New Price Structure 


The conversion of prices expressed in prewar pengé to prices ex- 
pressed in new forints was not made by an equally simple method. 
The authorities in charge of monetary reform thought that the current 
price structure needed to be substantially revised. It was deemed neces- 


‘Decrees of July 26 and 28, 1946. 
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sary to make certain that disposable purchasing power was proportiona] 
to actual output so as to avoid another currency depreciation. 

National income, that is the value of the total output, was thus esti. 
mated at only 60 per cent of that of 1938, but since reparations and 
reconstruction payments had to be taken into account the rate was 
lowered to 50 per cent. Consequently, it was decided that wages 
estimated in 1938 peng6 should not rise to more than 55 per cent of 
their prewar level, at a time when output per industrial worker wa; 
at a level of 75 per cent of the prewar rate. As to salaries, a rate of 
40 to 42 per cent was adopted, and for rents the rate was fixed at 60 
per cent for low rents and 40 per cent for high rents. The price of grain 
was fixed by means of a factor of 2.2 applied to the price of prewar 
pengo; the average was 2.7 for farm prices and 4.4 for industrial prices, 
It was actually planned to adjust the purchasing power of the farmers 
to the share of the industrial output which was to go to them. An 
ultimate fall in industrial prices was, however, anticipated.’ 

This price structure was decided on before it was known what the 
exchange rate of the pengé with the new monetary unit would be. 
The announcement was made, according to Kaldor, only the night 
before the stabilization. The prices of forints were on the average 
three times those of 1938 pengé while income payments, such as wages, 
etc., which had already been fixed in terms of old pengé, were con- 
verted into forints at the rate of 3 to 1. 

Official documents"* emphasize that as soon as the monetary reform 
was completed, effort was made to establish and maintain a budgetary 
equilibrium and to avoid any new inflation. These documents do not 
make allusion to any measure intended to guarantee the regular con- 
version of the new forint in dollars to maintain a stable exchange rate. 

Some commentators, therefore, believed that Hungary’s monetary 
crisis had run its course and had been solved according to classical 
theories, that it was solely due to inflation and that, in contrast to the 
monetary experiences which followed the first World War, the mone- 
tary reform of Hungary had been effected by internal measures alone 
and without outside help. A more detailed analysis of the facts, leading 
to somewhat more complex conclusions, will be developed in the second 
part of this article while the third and last part will be devoted to the 
problem of an index-currency. 


* During the year which followed the monetary reform, prices rose an average of 25 
per cent which affected agricultural products mostly. Cf. Gazdazdgstatisstikai Tajékoztot 
(Journal of Economic Statistics, Sept., 1947). 

™ Cf. the decree regarding the establishment of the forint of July 20, 1946, and the 
announcement published by the National Bank of Hungary on the same day. 
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II. Theoretical Considerations 


A. Deflation and Decline in Demand 


The extraordinary depreciation of the Hungarian currency is un- 
doubtedly linked to an inflation of the classical type, that is an ab- 


} normal issue of money by the state in order to offset a budgetary 


deficit. The interpretation of such a phenomenon appears so simple that 
one need not make the effort to formulate it more explicitly. While 
creating money for its own account, the state provides itself with 
purchasing power which has no counterpart in output. This is added 
to the purchasing power of individuals rather than being levied on 
them in form of taxing or borrowing and thus destroys the equilibrium 
between supply and demand. It should, however, be noted that the 
enormous increase of issues of money to which the state resorts pro- 
vides no exact measure of this disequilibrium for when depreciation 
becomes extreme the excess of purchasing power created by the last 


© issues is generally very small.” The acceleration of the depreciation 


appears then primarily as the result of a psychological phenomenon; 
it is the “flight from money.” This money circulates therefore with 
extreme rapidity. 

On the other hand, the great inflations of history have usually 
occurred either during wartime or after a war, that is during a period 
when the output available to consumers is very much reduced. This 
raises prices and the price rise, which is customarily attributed to in- 
flation (in other words, to the increase in the quantity of money and 
therefore to the increase in demand), is partially due to the decrease in 
supply. Hungary’s latest monetary crisis underlines the importance 
of this observation for it illustrates, as we have seen, a period during 
which prices rise rapidly, even though there was no increase in the 
quantity of money in circulation. 


B. An Interpretation of the Attempt at Devaluation 


Equally instructive is the attempt made by the Hungarian govern- 
ment at the end of December, 1945 to check the depreciation of the 
pengo by reducing by three-quarters the quantity of notes in circula- 
tion. The announcement of this measure could at other times have 
had a psychological reaction which would have brought about a price 
fall; it generated, however, first a price rise due to a contrary psycho- 
logical reaction, the motives for which were stated above. This price 
tise was followed by a price fall once the measure had been put into 


the time when the tax pengé were withdrawn from circulation, their total value 
t exceed fourteen million forints. 
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effect, but it lasted only a few days. When the mechanism of this 
operation is analyzed, this is easily explained. The volume of paper 
currency, that is the quantity of notes existing at a given moment, 
was reduced by three-quarters and so were the currency holdings oj 
business firms and individuals. Their current liquid funds were thy; 
curtailed which brought about a fall in the price of gold and the dollar, 
but the volume of bank deposits and other credits, and, related thereto, 
incomes and especially wages, had not been changed. The measures 
adopted by the government were therefore not of a nature to reduce 
incomes on which during the same period the demand for goods and 
services depended. Entrepreneurs were free to draw on their bank de. 
posits or to borrow in order to avoid a temporary reduction of their 
cash balances. 

This experience confirms that it is wrong to reason in the abstract 
when contemplating such an operation and thus to assume that 
a reduction of the monetary stock will necessarily generate a price fall. 
In order to counteract a price rise, it is necessary to decrease incomes 
and therefore the quantity of money which enters the market during a 
given period.” 


C. A New Conception of Inflation 


It seems as if the Hungarian monetary authorities learned a lesson 
from this experience. When they undertook the monetary reform, 
their fundamental idea, according to Kaldor, was that a monetary 
system could not be stable unless the total of incomes did not exceed 
the money value of goods and services available. 

This conception should at first sight surprise economists who are 
used to the idea that total incomes are necessarily equal to the value 
of output—which is understood, broadly speaking, when taking all 
economic activities into account. This is because the total value of the 
output includes the incomes of all those who have helped to produce it 
But this equality must be understood to be that of the value of 
products sold and of the total of incomes already paid out for their 
production. Thus, if wages are suddenly raised, total incomes will rise 
higher than the value of the goods actually put on sale, calculated on 
the basis of wages previously paid for their production. It is there- 
fore possible to state that there is an excess of total incomes over the 
total value of the output, which is equivalent to saying that there 


* Thus understood, the reduction of the quantity of money does not necessarily bring 
about a price fall, for if supply is insufficient, a quantity of money which has been reduced 
may equally well serve to pay at a higher price for a reduced quantity of commodities 
to pay at a lower price for a constant quantity of commodities. Cf. Bertrand Nogaro 
La Valeur Logique des Théories Economiques, Chap. I. (Paris, 1947). 
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is a rise in money incomes without corresponding increase in output. 

As a matter of fact, it could be objected that in order to have an 
increase in money incomes there should have been an increase in the 
quantity of money in circulation. In the modern economy, however, 
if incomes are increased, the quantity of money in circulation increases 
automatically. If entrepreneurs have to face an increase of wages they 
start by drawing down their deposits thus increasing the quantity of 
money in circulation. Then, if necessary, they will borrow from their 
banks and the banks will create paper money or credit instruments 
(de la monnaie fiduciaire ou scripturale’*). 

This is a new conception of inflation, much closer to present reality— 
and especially as concerns actual conditions in France—than the tra- 
ditional conception which stated that inflation is solely the result of 
issues of money made by the state in order to prevent a budget deficit. 


D. Hungary’s Depreciation and the Exchange Rate of the Dollar 


It is now better understood how the application of a sliding scale 
of wages could contribute to accerelating the depreciation of the 
pengd, by raising the purchasing power in the same proportion as prices 
rose. It also makes clear why the generalization of the principles of a 
sliding scale through the creation of a currency with automatic revalori- 


zation, in spite of being necessitated by the circumstances, had the 
same effect. Though the preceding discussion shows how the Hun- 
garian currency depreciated, it does not explain why the rate of de- 
preciation should have become accelerated to the point of surpassing 
all previously known depreciations. 

The data presented here undoubtedly do not solve this problem com- 
pletely. Nevertheless, it must be said that the depreciation of the 
Hungarian currency cannot be explained from internal factors alone. 
This depreciation was not only characterized by a price rise, but also 
by an equivalent rise of gold and foreign exchange, and especially, 
of the dollar rate of exchange. 

While it may happen that an internal depreciation of the currency 
caused by inflation is accompanied by inconvertibility, and therefore 
by an exchange loss—considered as an additional phenomenon—it also 
may happen that an exchange loss which follows from a disequilibrium 
in the balance of payments may bring about a rise of internal prices 
which requires an equivalent creation of money. It is in this order that 
the correlative phenomena developed at the end of Germany’s great 
monetary crisis. It would be interesting to discover what role the for- 

“ As to an analysis of the conditions which cause the creation of bank money and a dis- 


cussion of the dictum “loans make deposits,” the author refers to his book, La Monnaie et 
les Systémes Monétaires (2nd ed., Paris, 1948), p. 18 and following. 
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eign exchanges and the increase in the exchange rate played in Hun. 
gary’s monetary crisis. 

In any case, it is certain that a dollar-pengd exchange rate con- 
tinued to be quoted on the official exchange market and on the free 
market and that during some periods the exchange rate preceded the 
internal depreciation of the pengd in terms of the price index. 

Furthermore, it should be noted that during the great monetary crisis 
of 1945-46 dollars entered Hungary in the form of bank notes* and 
these dollar notes were purchased, like gold, by those who held reserves 
of pengd which they were not able to spend immediately and who 
wanted to exchange them for a stable currency. In all, the premium 
on the dollar seems to have had largely the nature of an internal 
exchange rate (agio intérieur), and it is quite likely that the com- 
parison constantly made between a currency which keeps its pur- 
chasing power and one which melts away, contributed much to ac- 
celerate the depreciation of the latter. On the other hand, we know 
that industrialists adopted the custom of computing their manufactur- 
ing costs in dollars which, according to some observers, contributed 
more than the sliding scale of wages to the accelerated price rise of 
industrial products.*® And there is evidence that merchants acted in 
the same way. The extreme depreciation of the peng6 may be explained 
by the general custom of adopting as a money of account a money, 
namely the dollar, which fluctuated dizzily upward in a highly specula- 
tive market, with consequent impacts on all prices. 

The history of monetary crises suggests that great depreciations arise 
especially if their exists a gap between two currencies, be it external 
(crisis of foreign exchange) or internal. It may well be that Hungary’s 
monetary experience, if studied more closely, confirms this thought. 


E. The Stabilization of the Hungarian Currency and Its Convertibility 


In any case, it would be a grave error of interpretation to say that 
Hungary’s monetary reform was of a strictly internal character. What- 
ever the timing and effectiveness of the measures taken to prevent 
the internal depreciation of a currency, the task remains to guarantee 
its stability in terms of gold or foreign currencies which have stable 
parities. If the external stability of the national currency can be facili- 
tated by a combination of adequate economic measures—especially 


* At the time of the monetary reform, the National Bank of Hungary accumulated 
about 12 million dollars in foreign exchange especially in United States notes, while the 
pengd withdrawn from circulation amounted to only 14 million forints. 

“Cf. the Revue de la Situation Economique 4 l’Etranger, published by the French 
Ministry of National Economics, No. 1 (January 31, 1946), p. 64. 
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those which tend to stabilize the purchasing power parities*’—it is 
also true that, in the last analysis, this follows only from a regulatory 
mechanism which tends to guarantee stability of the rate of exchange. 

From the point of view of the value of the forint in internal exchange, 
the recovery of gold by the National Bank corresponds to the old- 
fashioned conception that gold is a “security” or the necessary 
guaranty of a bank note. The value of the forint in terms of the dollar 
and in terms of other currencies which have a stable exchange rate 
with the forint, is, however, an entirely different matter. After all, the 
stability of the exchange value of a national monetary unit in terms 
of other national monetary units can only be guaranteed if they are 
reciprocally convertible at a fixed rate. This conversion can be assured 
according to traditional methods by converting unit for unit the in- 
ternal paper money (note) or credit instrument (bank account) into 
national gold pieces and then converting weight for weight these pieces 
into foreign currencies. This conversion could, however, be equally 
well performed by the intermediary of an exchange bureau or agency 
which buys and sells at a fixed rate in national currency bills of ex- 
change on foreign countries and which supplies, in case of need, official 
bills of exchange if the number of private bills of exchange offered on 
the market is insufficient. This supply of bills of exchange may be due 
to either reserves or foreign credits abroad. Failing rigid conversion at 
a constant rate, a conversion which is based on parities which are 
slightly variable could be guaranteed by a banking agency or by 
an exchange equalization account. The stability of the exchange rate 
can be assured, discreetly and without official action, by the interven- 
tion of the central bank or a large bank which assumes the responsi- 
bility of absorbing the excess of bills offered, or on the other hand, 


" This does not refer to Cassel’s theory of purchasing power parities. According to Cassel, 
the rate of exchange of an inconvertible currency would not fluctuate beyond the limits 
determined by the purchasing power parities, because he thinks that importers will not 
be willing to pay for a foreign currency such a sum in their own currency, that a commodity 
bought abroad would be more expensive than a commodity bought at home. After all, 
one buys abroad only goods which one does not find at home or not in sufficient quantity. 
When, therefore, the foreign exchange rate rises this tends to restrict purchases abroad, 
but to the extent that a purchase is necessary, the importer will pay the foreign exchange 
at the market rate and consequently raise his sales price. The rise of the prices of imported 
products will then affect the level of prices at home. The purchasing power parity changes, 
therefore, as a result of the exchange parity. 

What the author means is that when a new exchange parity is established the purchasing 
power parity existing at that time must be taken into account. It is necessary, so as not to 
encourage importation excessively and in order to be able to export, that goods bought 
abroad in foreign currency be not much cheaper than similar goods bought at home and 
that home goods do not become too dear to foreign buyers. An equilibrium in the balance 
of payments should be maintained so that exchange reserves will not be exhausted and so 
that it will be possible to maintain a fixed parity in the long run. 
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of supplying the necessary amount. But the stability of exchange, even 
of a currency, the purchasing power of which is reasonably stable a 
home, cannot be maintained without some regulatory mechanism, 
The fluctuations of the exchange rates, linked as they are to those of the 
supply and demand of foreign bills of exchange and therefore to the 
balance of payments, cannot be held within narrow and predetermined 
limits unless all supply or all demand are in some manner or other im- 
mediately balanced at an approximately stable rate of exchange." 

When the Czechoslovakian crown stopped fluctuating in 1922, this 
was not the result of its growing scarcity alone, because it had not 
stopped fluctuating and falling in spite of a draconic devaluation policy. 
It remained completely stable afterwards and in spite of a large in. 
crease in the issue of notes because the Czechoslovakian government 
had succeeded in acquiring gold reserves and foreign credits in order 
to supply the exchange market with a regulatory reserve and because 
the Prague Banking Commission (office bancaire) adopted the policy 
—which had been traditional with the National Bank of Vienna—of 
intervening, if necessary, by buying a surplus of bills of exchange or by 
selling the additional bills of exchange needed at a price equivalent to 
the chosen parity. 

Likewise, the real “miracle of the Rentenmark” at the end of 1923 
was not so much that of substituting a “secured currency” (une 
monnaie “gagée’’) for the depreciated paper currency, but of collecting 
and employing the German funds which had fled to the United States 
in order to create an equalization fund. This served the purpose of 
supplying dollars at a fixed exchange rate in terms of marks as well as 
supplying marks in terms of dollars. 

In the case of Hungary, in spite of the fact that the official docu- 
ments do not mention foreign credits nor an equalization fund, one 
can be just as certain that the new Hungarian forint remained stable 
in terms of the dollar, not only as a result of the internal measures 
taken—as shown above—but also because, as a matter of fact, the ex- 
change market was so equipped as to assure the conversion of the forint 
into the dollar on the basis of an official parity. From this point of 
view, the accumulation of a gold reserve by the National Bank and 
its collection of the dollars which circulated in Hungary, represent 


In a review of a book by the author of this article, La Monnaie et les Systémes Moné- 
taires, published in Economica (August, 1937), the reviewer claimed that the author was 
“unable to conceive of a permanently stable inconvertible currency.” If, however, the 
currency in question is inconvertible into metal, long discussions in this book are, quite 
to the contrary, devoted to showing that such a currency can be completely stable. But 
the discussion also brings out that it can only be kept stable because of another mechanism 
of conversion which, furthermore, may follow from actual fact. This discussion can only 
be briefly summarized here. 
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much more than measures taken to satisfy a popular prejudice. The 
accumulation of gold, foreign currencies, and foreign securities actually 
furnished 12 million dollars which, added to the 32 million of re- 
patriated gold dollars, supplied the central bank with a reserve of 44 
million dollars, that is, more than 517 million forints, when at that 
time the ceiling for the authorized note issue was 1 billion forints. 
Although the meaning of the operation was not essentially the amount 
of “backing” (more than 51 per cent), it was not the less necessary 
from the exchange point of view and it is probable that this action was 
rounded out by other appropriate measures. 

The Hungarian experience, therefore, need not contradict earlier 
experiences as concerns the realized stabilization of the national 
currency in terms of foreign currencies. 


III. The Problem of an Index-Currency 


A. The Tax Pengé as Money of Account, then as a Complete Currency 


The Hungarian monetary experience did, on the other hand, reveal 
a discovery. This is the appearance of the index-currency. As shown, 
this original creation was quite empirical and by accident; it did not 
follow from any preconceived ideas. Its purpose was to guarantee tax 
revenues, but it deserves to become the subject of a theoretical analysis. 

As mentioned above, the creation of an index-currency, called the 
tax pengd, developed through two stages. First, it was a simple money 
of account which was automatically revalorized according to the daily 
price index. A certain sum in regular pengd was deposited on a given 
day; this sum was equal to a certain number of tax pengo at the ex- 
change rate of the day, which on the day of withdrawal gave right to 
another sum of regular pengé, fixed according to the exchange rate 
of that later day. Since this exchange rate was theoretically determined 
by the price index in regular pengd, it can be said that the sum de- 
posited had automatically become revalorized by a factor equal to the 
ratio of the price index on the day of withdrawal to the price index on 
the day of deposit.?® 

The tax pengd thus assumed the role of a store of value. But the 
other functions of money—medium of exchange and standard of value 
—were always fulfilled by the regular pengd, in which prices were 
established and payments were made. 


“In practice the number of regular pengd was first divided by the exchange rate of tax 
pengo of the day of their deposit. This figure was then multiplied by the rate of exchange 
of the tax pengd on the day of withdrawal. Suppose, for instance, that a sum of 10 million 
regular pengd were deposited on day A. The rate of tax pengd was 50—that means 200,000 
tax pengo. On day B the rate of tax pengé rose to 100, which makes 20 million regular 
peng6, the purchasing power of which is equal to that of the 10 million pengé on day A. 
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During a second stage, the tax pengd—which was issued in the 
form of notes—became a complete currency, fulfilling all the functions 
of money. Prices and wages were little by little established in tax 
pengo and payments were made in them. 

This raises the first question. Is the introduction of an index. 
currency, such as the tax pengd, of such a nature as to check the 
depreciation of the circulating medium? Or does it have other purposes 
than to prevent the consequence of its depreciation? 

It has been said that the creation of the tax peng even in its first 
form, rather than slowing down the depreciation of the regular pengi, 
to the contrary accelerated it. Actually, the depreciation of the regular 
pengo increased following the creation of the tax pengé on January |, 
1946. Was it a matter of cause and effect? It is almost impossible to 
prove. All that can be said is that the creation of an index-currency 
by setting up a sort of sliding scale favoring that part of income which 
is not immediately spent, makes this income extensible; it tends, con- 
sequently, to increase monetary reserves and to lower the resistance to 
the price rise. On the other hand, one can observe that to the extent 
that an index-currency compensates the effects of high prices, it serves 
to discourage demands for a wage increase based on high prices. 

Moreover, the essential purpose of the creation of an index-currency 
is to neutralize the effects of high prices. We must therefore ask 
whether this result can be obtained. 

It should first be noted that this neutralization can only occur to the 
extent that the sums received in regular money and which are not 
immediately spent, can be laid aside and then used again, after multi- 
plying them by a factor corresponding to the price index. Bank custom- 
ers in Hungary had adopted the habit of depositing their liquid funds 
in the evening so as to withdraw them, revalorized, the next morning. 


B. The Theoretical Problem of an Index-Currency 


After allowance is made for the peculiar circumstances which applied 
to the system, the Hungarian experience gives an idea of its effective- 
ness. For four months the index of the tax pengé remained stable 
while the difference between the value of the tax pengé and that ol 
the regular pengdé corresponded to the price index. This is easily 
understood, since any sum deposited in regular pengé and converted 
into tax pengé was at the time of withdrawal automatically revalorized 
in terms of the price index. If, beginning with April 19, the price index 
as expressed in tax pengé reveals an internal depreciation, then this is, 
according to trustworthy evidence, because from that day on the au- 
thorities decided no longer to take full account of the whole of the price 
rise for the purposes of fixing the price of pengd. Furthermore, {0 
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technical reasons, the value of the tax pengd was fixed every day ac- 
cording to the price index of the preceding day—this means with an 
approximation which during a period of extremely rapid depreciation 
was far from being negligible. 

The experience of the tax pengd confirms therefore the logical de- 
duction that the establishment of a money of account which is destined 
to fulfill the sole function of a store of value, protects its owners from 
the fluctuations of internal purchasing power of the current money 
to the extent that these fluctuations are recorded in a price index. 

The circulation of notes drawn up as tax pengd, however, raised an 
entirely different problem. Henceforth there existed a monetary instru- 
ment which was able to fulfill all the functions of money. Prices were 
established in it and it also served to make payments. Even though the 
owners of this money were assured of the stability of its purchasing 
power, this does not exclude the hypothesis that for any reason what- 
soever they might have insisted on raising the prices of their products 
or services. In that case the index-currency itself would have de- 
preciated. 

This currency was furthermore exposed to depreciation in terms of 
foreign currencies provided that its conversion at a fixed exchange 
rate was not guaranteed for foreign settlements. 

This is not all. By what can the stability of the purchasing power 


| of the index-currency itself be expressed? 


So far it was said that it was expressed, once the deposit was made 
in regular money, by automatic revalorization which permitted the 
withdrawal, still in regular money, of a sum which had increased in 
the same proportion that prices had increased in this regular money, 
as recorded by the price index. This assumed that prices were estab- 
lished in this regular money and that this regular money continued 
to circulate. 

It happened, however, after the issue of tax pengd that contrary to 
Gresham’s law, good money drove out bad money, that the regular 
pengo were abandoned, that the tax pengd became current money, that 
prices were more and more stipulated in that money and that they rose 
in relation to it first slowly and then at an accelerated rate. When, 
therefore, the index-currency became full money and prices rose, the 
price index henceforth registered this depreciation in terms of itself. 
From the moment that there was no other money against which the 
growing sums could be exchanged in terms of a price index, it became 
imperative that the money instrument in form of the index-currency 
became valorized of itself. It would, for instance, become necessary 
if the index rose from 100 to 110, for a note or check of 100 units of 
index-currency to acquire automatically a value of 110 units. 
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Theoretically this is conceivable, but in practice it is hardly ap. 
plicable except when price rises are moderate so that from time to time 
an adjustment of the value of money instruments can be made in round 
figures which are easily calculated. It is not surprising that this was 
impossible in the case of the tax peng. The theoretical problem of the 
index-currency, although not completely solved, has nonetheless been 
formulated. It is a matter for serious thought. 
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PRICE FLEXIBILITY AND FULL EMPLOYMENT* 
By Don PATINKIN 


At the core of the Keynesian polemics of the past ten years and 
more is the relationship between price flexibility and full employment. 
The fundamental argument of Keynes is directed against the belief 
that price flexibility can be depended upon to generate full employment 
automatically. The defenders of the classical tradition, on the other 
hand, still insist upon this automaticity as a basic tenet. 

During the years of continuous debate on this question, the issues 
at stake have been made more precise. At the same time, further ma- 
terial on the question of flexibility has become available. This paper 
is essentially an attempt to incorporate this new material, and, taking 
advantage of the perspective offered by time, to analyze the present 
state of the debate. 

In Part I, the problem of price flexibility and full employment is 
presented from a completely static viewpoint. Part II then goes on to 
discuss the far more important dynamic aspects of the problem. 
Finally, in Part III, the implications of the discussion for the 
Keynesian-classical polemic are analyzed. It is shown that over the 
years these two camps have really come closer and closer together. It 
is argued that the basic issue separating them is the rapidity with which 
the economic system responds to price variations. 


I. Static Analysis 


1. The traditional interpretation of Keynesian economics is that it 
demonstrates the absence of an automatic mechanism assuring the 
equality of desired savings and investment at full employment. The 
graphical meaning of this interpretation is presented in a simplified 
form in Figure 1. Here desired real savings (S) and investment (I) are 
each assumed to depend only on the level of real income (Y). I:, kL, 
and I; represent three possible positions of the investment schedule. Yo 
is the full employment level of real income. If the investment desires 
of individuals are represented by the curve I., desired savings at full 
employment are greater than desired investment at full employment. 
This means that unemployment will result: the level of income will 
drop to Y:, at which income desired savings and investment are equal. 


*The author is assistant professor of economics at the University of Chicago. In the 
Process of writing this paper he acknowledges having benefited from stimulating discussions 
om ~ ilton Friedman, University of Chicago, and Alexander M. Henderson, University of 
Manchester. 
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Conversely, if Is is the investment curve, a situation of overemployment 
or inflation will occur: people desire to invest more at full employment 
than the amount of savings will permit. Only if the investment scheduk 
happened to be I: would full employment desired investment and say. 
ings be equal. But since investment decisions are independent of say. 
ings decisions, there is no reason to expect the investment schedule 
to coincide with I. Hence there is no automatic assurance that full em. 
ployment will result. 


$,I 
I, 
I, 
I, 
i 
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2. The classical answer to this attack is that desired savings and 
investment depend on the rate of interest, as well as the level of real 
income; and that, granted flexibility, variations in the interest rate 
serve as an automatic mechanism insuring full employment. 

The argument can be interpreted as follows: the savings and invest- 
ment functions (representing what people desire to do) are written as 

S = (r, Y) 
I= ¢ (r, Y) 


where r represents the rate of interest. 

Consider now Figure 2. On this graph there can be drawn a whole 
family of curves relating savings and investment to the rate of interest 
—one pair for each level of real income. In Figure 2, these pairs of 
curves are drawn for the full employment income, Yo, and for the less 
than full employment income, Y:. On the assumption that for a given 
rate of interest people will save and invest more at a higher level of 
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income, the investment curve corresponding to Y = Yo is drawn above 
that corresponding to Y = Y:; similarly for the two savings curves. The 
curves also reflect the assumption that, for a given level of real income, 


Oyment 
Oyment 
chedule 


nd say. people desire to save more and invest less at higher rates of interest. 
of say. Consider now the pair of curves corresponding to the full employ- 
chedule ment income Yo. If in Figure 2 the interest rate were r:, then it would 
ull em. be true that individuals would desire to save more at full employment 


than they would desire to invest. But, assuming no rigidities in the 
interest rate, this would present no difficulties. For if the interest rate 


(r, Yo) 
S=N(r.Y,) 
! 
I= (r,Y,) 
i 
FIGURE 2 


were to fall freely, savings would be discouraged, and investment 
stimulated until finally desired full employment savings and investment 
would be equated at the level So = Io. Similarly, if at full employment 
desired investment is greater than desired savings, a rise in the interest 
rate will prevent inflation. In this way variations in the rate of interest 
serve automatically to prevent any discrepancy between desired full 
employment investment and savings, and thus to assure full employ- 
ment. 

This argument can also be presented in terms of Figure 1: assume 
for simplicity that desired investment depends on the rate of interest 
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of real 
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whole as Well as the level of real income, while desired savings depends only 
terest on the latter. Then downward variations in the interest rate can be 
irs of counted on to raise the investment curve from, say, I: to Iz. That is, 
ie less at any level of income people can be encouraged to invest more by a 
given reduction in the rate of interest. Similarly, upward movements of the 


vel of interest rate will shift the investment curve from, say, Is to Is. Thus 
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desired full employment savings and investment will always be equated. 

3. The Keynesian answer to this classical argument is that it greatly 
exaggerates the importance of the interest rate. Empirical evidence has 
accumulated in support of the hypothesis that variations in the rate 
of interest have little effect on the amount of desired investment. (That 
savings are insensitive to the interest rate is accepted even by the 
classical school.) This insensitivity has been interpreted as a reflection 
of the presence of widespread uncertainty.* The possible effect of this 
insensitivity on the ability of the system automatically to generate ful] 
employment is analyzed in Figure 3. For simplicity the savings func. 
tions corresponding to different levels of income are reproduced from 
Figure 2. But the investment functions are now represented as being 
much less interest-sensitive than those in Figure 2. If the situation in 


S=N(r¥,) 
S=N([r.y,) 
5 I (r,¥,) 
or er 
Ficure 3 


the real world were such as represented in Figure 3, it is clear that 
interest rate variations could never bring about full employment. For in 
an economy in which there are negligible costs of storing money, the 
interest rate can never be negative.’ But from Figure 3 we see that the 
only way the interest rate can equate desired full employment savings 
and investment is by assuming the negative value re. Hence it is im- 
possible for the full employment national income Yo to exist: for no 

*Cf. Oscar Lange, Price Flexibility and Employment (Bloomington, Indiana, Principia 
Press, 1945) p. 85 and the literature cited there. For an excellent theoretical discussion 0! 


this insensitivity, cf. G. L. S. Shackle, “Interest Rates and the Pace of Investment,” Econ 
Jour., Vol., LVI (1946), pp. 1-17. 

* Note that in a dynamic world of rising prices, the effective rate of interest may become 
negative. But even here the anticipated effective rate cannot be negative. For in that ever! 
there would again be an infinite demand for money. 
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matter what (positive) rate of interest may prevail, the amount people 
want to save at full employment exceeds what they want to invest. 
Instead there will exist some less than full employment income (say) 
Y; for which desired savings and investment can be brought into 
equality at a positive rate of interest, (say) rs (cf. Figure 3). 

Thus once again the automaticity of the system is thrown into ques- 
tion. Whether the system will generate full employment depends on 
whether the full employment savings and investment functions inter- 
sect at a positive rate of interest. But there is no automatic mechanism 
to assure that the savings and investment functions will have the 
proper slopes and positions to bring about such an intersection.* 

4. Sometimes attempts are made to defend the classical position by 
arguing that the investment function is really higher (or the savings 
function lower) than represented by the Keynesians—so that desired 
full employment savings and investment can be equated at a positive 
rate of interest (cf. Figure 3). But this is beside the point. The funda- 
mental reason Keynesian economics, if correct, destroys the founda- 
tions of classical economics, is that it denies the automaticity of the full 
employment posited by the latter. Hence a successful restatement of 
the classical position must demonstrate the existence of some auto- 
matic mechanism which will always bring about full employment. Thus 
to argue that #f the investment or saving function is at a certain level, 
full employment will be brought about is irrelevant; what must be 
shown is that there exist forces which will automatically bring the in- 
vestment or saving functions to the required level. In other words, the 
issue at stake is not the possible, but the automatic, generation of full 
employment. 

5. In recent years Pigou has made a noteworthy attempt to remedy 
this deficiency in the classical theory.* Just as the “classics” responded 
to the crude Keynesian argument of § 1 by introducing a new variable 
—the rate of interest—into the savings function, so Pigou counters 
the more refined Keynesian attack of § 3 by introducing yet another 
variable—the absolute price level. That is, Pigou’s saving schedule is a 
function of three variables: 


(r, Y, P), 


where p represents the absolute price level. 
His argument is as follows: if people would refuse to save anything 


*This whole question of the contrast between the classical and the Keynesian position 
is discussed in much greater detail in a study which I hope to publish in the near future. 

*A. C. Pigou, “The Classical Stationary State,” Econ. Jour., Vol. LIII (1943), pp. 
343-51; “Economic Progress in a Stable Environment,” Economica, n.s. XIV (1947), pp. 
180-90. Although these articles deal only with a stationary state, their basic argument 
can readily be extended to the case in which net investment is taking place. 
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at negative and zero rates of interest, then the desired savings schedule 
would intersect the desired investment schedule at a positive rate of 
interest regardless of the level of income (cf. Figure 3). The willing. 
ness to save even without receiving interest, or even at a cost, must 
imply that savings are not made solely for the sake of future income 
(z.e., interest) but also for “tne desire for possession as such, con- 
formity to tradition or custom and so on.”° But the extent to which ap 
individual wishes to save out of current income for reasons other than 
the desire of future income is inversely related to the real value of his 
cash balances.° If this is sufficiently large, all his secondary deSires for 
saving will be fully satisfied. At this point the only reason he will con- 


$,I 


r, O 


tinue to save out of current income is the primary one of anticipated 
future interest payments. In other words, if the real value of cash 
balances is sufficiently large, the savings function becomes zero at 4 
positive rate of interest, regardless of the income level. 

A graphical interpretation of this argument is presented in Figure 4. 
Here S and I are the full-employment savings and investment curves 
of Figure 3 (i.e., those corresponding to Y = Yo), and re is again the 
negative rate of interest at which they are equal. Pigou then argues 
that by increasing the real value of cash balances, the full employment 
savings curve shifts to the right until it is in such a position that no 


Ibid., p. 346. 

* And all his other assets too. But the introduction of these other assets does not change 
Pigou’s argument; while concentration on money assets brings out its (the argument’s 
basic aspect. Cf. below, § 6. 
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savings are desired except at positive rates of interest. This is repre- 
sented by the savings curve S*, which becomes zero for a positive rate 
of interest. (In fact, S* shows dissaving taking place for sufficiently low 
rates of interest.) The full employment savings curve S* clearly inter- 
sects the full employment investment curve I at the positive rate of 
interest rs. Thus by changing the real value of cash balances, desired 
full employment savings and investment can always be equated at a 
positive rate of interest. 

How can we be sure that real cash balances will automatically change 
in the required direction and magnitude? Here Pigou brings in his 
assumptions of flexible wage and price levels, and a constant stock of 
money in circulation. If full employment saving exceeds investment, 
national income begins to fall, and unemployment results. If workers 
react to this by decreasing their money wages, then the price level will 
also begin to fall. As the latter continues to fall, the real value of the 
constant stock of money increases correspondingly. Thus, as the price 
level falls, the full employment saving function continuously shifts to 
the right until it intersects the full employment investment function at 
a positive rate of interest.’ 

This is the antomatic mechanism on which Pigou relies to assure 
full employment. It is essential to notice that it will operate regardless 
of the interest elasticity of the savings and investment functions— 
provided it is not zero. 

6. The inner mechanism and distinctive characteristic of the Pigou 
analysis can be laid bare by considering it from a larger perspective. 
It is obvious that a price reduction has a stimulating effect on creditors. 
But, restricting ourselves to the private sector of a closed economy, to 
every stimulated creditor there corresponds a discouraged debtor. 
Hence from this viewpoint the net effect of a price reduction is likely 
to be in the neighborhood of zero. The neatness of the Pigou approach 
lies in its utilizing the fact that although the private sector considered 
in isolation is, on balance, neither debtor nor creditor, when considered 


"The exact price level is determined when to our preceding four equations is added the 
liquidity preference equation My = A (r, p, Y). We then have the complete system of five 
equations in five variables : 


I= #(r,y) 
(z,p, ¥) 
[i= 

M, = A (r, p, Y) 


where My represents the amount of money in the system. Under the Pigovian assumptions, 
this system possesses a consistent solution. 

As will be shown in the next section, the “stock of money” (Ms) which enters in the 
last equation is completely different from the “stock of money” which is relevant for the 
Pigou analysis of the savings equation. 
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in its relationship to the government, it must be a net “creditor.” This js 
due to the fact that the private sector always holds money, which js 
a (non-interest bearing) “debt” of government. If we assume that gov- 
ernment activity is not affected by the movements of the absolute price 
level,* then the net effect of a price decline must always be stimulatory’ 
The community gains at the “expense” of a gracious government 
ready, willing, and able to bear the “loss” of the increased value of its 
“debt” to the public. 

More precisely, not every price decline need have this stimulating 
effect. For we must consider the effect of the price decline on the other 
assets held by the individual. If the decline reduces the real value of 
these other assets (e.g., houses and other forms of consumer capital: 
stock shares; etc.) to an extent more than offsetting the increased value 
of real cash balances,*° then the net effect will be discouraging. But the 
important point is that no matter what our initial position, there exists 
a price level sufficiently low so that the total real value of assets corre- 
sponding to it is greater than the original real value. Consider the 
extreme case in which the value of the other assets becomes arbitrarily 
small.’ Clearly even here the real value of the fixed stock of money 
can be made as large as desired by reducing the price level sufficiently. 
Thus, to be rigorous, the statement in the preceding paragraph should 
read: “There always exists a price decline such that its effect is 
stimulatory.” From this and the analysis of the preceding section, we 
can derive another statement which succinctly summarizes the results 
of the Pigou analysis: “In the static classical model, regardless of the 
position of the investment schedule, there always exists a sufficiently 
low price level such that full employment is generated.” In any event, 
it is clearly sufficient to concentrate (as Pigou has done) on cash 
balances alone.** 

From the preceding analysis we can also see just exactly what consti- 
tutes the “cash balance” whose increase in real value provides the 
stimulatory effect of the Pigou analysis. This balance clearly consists 


* Pigou makes this assumption when he writes the investment function (which presumably 
also includes government expenditure) as independent of the absolute price level. C/ 
footnote 7 above. 

*It must be emphasized that I am abstracting here from all dynamic considerations of 
the effect on anticipations, etc. These will be discussed in Part II of the paper. 

* A necessary (but not sufficient) condition for this to occur is that the price level of 
assets falls in a greater proportion than the general price level. 


“T am indebted to M. Friedman for this example. 


* Cf. above, footnote 6. Another possible reason for Pigou’s emphasis on cash balances 
to the exclusion of other assets is that the relative illiquidity of the latter makes them les 
likely to be used as a means of satisfying the “irrational” motives of saving. Hence the 
inverse relationship between other assets and savings out of current income might not be 
so straightforward as that between real cash balances and savings. 


: of 
| ecol 
m bea 
Thi 
est- 
ap} 
con 
nov 
4 for 
mu 
= mo 
the 
de! 
loa 
for 
by 
at 
anc 
for 
cul 
im 
op 
pre 
of 
eff 
h: 
Ca 
po 
TI 
ta 
Ec 
la 
the 
bei 


his js 
ch is 
gov- 
ory.’ 
ent, 
ff its 


ting 
ther 


ital: 
alue 


rily 
tly. 


uld 


Its 
the 


sh 


PATINKIN: PRICE FLEXIBILITY AND FULL EMPLOYMENT 551 


of the net obligation of the government to the private sector of the 
economy. That is, it consists of the sum of interest- and non-interest- 
bearing government debt held outside the treasury and central bank. 
Thus, by excluding demand deposits and including government inter- 
est-bearing debt, it differs completely from what is usually regarded 
as the stock of money. 

These same conclusions can be reached through a somewhat different 
approach. Begin with the ordinary concept of the stock of money as 
consisting of hand-to-hand currency and demand deposits. Consider 
now what changes must be made in order to arrive at the figure relevant 


' for the Pigou analysis. Clearly, government interest-bearing debt 


must be added, since a price decline increases its value. Now consider 
money in the form of demand deposits. To the extent that it is backed 
by bank loans and discounts, the gains of deposit holders are offset by 
the losses of bank debtors.** Thus the net effect of a price decline on 
demand deposits is reduced to its effect on the excess of deposits over 
loans, or (approximately) on the reserves of the banks held in the 
form of hand-to-hand currency. Finally, hand-to-hand currency held 
by individuals outside the banking system is added in, and we arrive 
at exactly the same figure as in the preceding paragraph. 

For convenience denote the stock of money relevant for the Pigou 
analysis by Mi. Note that this is completely different from the Mo of 
footnote 7: for Mo is defined in the usual manner as hand-to-hand 
currency plus demand deposits. This distinction is of fundamental 
importance. One of its immediate implications is that open market 
operations affect the economic system only through the liquidity 
preference equation. Since these operations merely substitute one type 
of government debt (currency) for another (bonds), they have no 
effect on M;, and hence no direct effect on the amount of savings. We 
shall return to this point later. 

7. How does the Pigou formulation compare with the original classi- 
cal theory?** Although both Pigou and the “classics” stress the im- 
portance of “price flexibility,” they mean completely different things. 
The “classics” are talking about flexibility of relative prices; Pigou is 
talking about flexibility of absolute prices. The classical school holds 


*Cf. M. Kalecki, “Professor Pigou on ‘The Classical Stationary State-—A Comment,” 
Econ. Jour., Vol. LIV (1944), pp. 131-32. 

“Pigou’s system, of course, assigns to the absolute price level a major role; whereas the 
classical system depends only on relative prices. But this difference is due to the fact that 
they are really concerned with different questions, since the classical analysis abstracts 
completely from the problem of money. 

The preceding comment raises some fundamental and very complicated issues which, 
being somewhat extraneous to the main purpose of this essay, cannot be discussed here. 
Cf. D. Patinkin, “Relative Prices, Say’s Law, and the Demand for Money,” Econometrica, 
Vol. XVI (1948), pp. 135-54. 
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that the existence of long-run unemployment is prima facie evidence 
of rigid wages. The only way to eliminate unemployment is, then, by 
reducing real wages. (Since workers can presumably accomplish this 
end by reducing their money wage, this position has implicit in it the 
assumption of a constant price level.)** Pigou now recognizes tha 
changing the relative price of labor is not enough, and that the absolute 
price level itself must vary. In fact, a strict interpretation of Pigou’s 
position would indicate that unemployment can be eliminated even jj 
real wages remain the same or even rise (namely, if the proportion. 
ate fall in prices is greater than or equal to that of wages); for in 
any case the effect of increased 1eal value of cash balances is stil 
present.*® 

The Pigou analysis differs also from the more sophisticated interpre. 
tations of the classical position. These present the effect of a wage de- 
crease as acting through the liquidity preference equation to increase 
the real value of Mo and thereby reduce the rate of interest; this in 
turn stimulates both consumption and investment expenditures—thus 
generating a higher level of national income. To this effect, Pigou now 
adds the direct stimulus to consumption expenditures provided by the 
price decline and the accompanying increase in real balances. Conse- 
quently, even if the savings and investment functions are completely 
insensitive to changes in the rate of interest (so that the “classical” 
effect through the liquidity equation is completely inoperative), a wage 
decrease will still be stimulatory through its effect on real balances and 
hence on savings. 

8. Before concluding this part of the paper, one more point must be 
clarified. The explicit assumption of the Pigou analysis is that savings 
are directly related to the price level, and therefore inversely related to 
the size of real cash balances. This assumption by itself is, on @ priori 
grounds, quite reasonable; but it must be emphasized that it is in- 
sufficient to bring about the conclusion desired by Pigou; for this pur- 
pose he implicitly makes an additional, and possibly less reasonable, 
assumption. Specifically, in addition to postulating explicitly the di- 
rection of the relationship between savings and the price level, he also 
implies something about its intensity. 

The force of this distinction is illustrated by Figure 5. Here S and! 
are the full employment savings and investment curves of Figure 3 
(i.e., those corresponding to Y = Yo) for a fixed price level, po. The 
other savings curves, Si, Sz, Ss, Ss, represent the full employment 


* Or at least one falling relatively less than wages. 

* The role of real wages in Pigou’s system is very ambiguous. At one point (p. 345 
bottom) he assumes that reduced money wages will also decrease real wages. At another 
(p. 349, lines 20-38) no such assumption seems to be involved. (“As money wage-rates 
fall . . . prices fall and go on falling.” Ibid.) 
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| savings schedules corresponding to the different price levels p:, pz, ps, 
p., respectively. In accordance with the Pigou assumption, as the price 
level falls, the savings function shifts over to the right. (That is 
pi, Pz, Ps, Ps are listed in descending order.) But it may well be that 
as the real value of their cash balances continues to increase, people 
are less and less affected by this increase. That is, for each successive 
increase in real balances (for each successive price level decline) the 
savings function moves less and less to the right, until eventually it 
might respond only infinitesimally, no matter how much prices fall. 
| In graphical terms, as the price decline continues, the savings function 
might reach Ss as a limiting position. That is, no matter how much 
the price level might fall, the savings function would never move to 
the right of Ss.** In such an event the declining price level would fail 
to bring about full employment. The validity of the Pigou argument 
thus depends on the additional assumption that the intensity of the 
inverse relationship between savings and real cash balances is such 
that it will be possible to shift over the savings function to a position 
where it will intercept the investment function at a positive rate of 
interest: say, Ss (cf. Figure 5). 

What is at issue here is the reaction of individuals with already large 
real balances to further increases in these balances. Consider an indi- 
vidual with a cash balance of a fixed number of dollars. As the price 
falls, the increased real value of these dollars must be allocated between 
the alternatives of an addition to either consumption and/or real 
balances.** How the individual will actually allocate the increase clearly 
depends on the relative marginal utilities of these two alternatives. If 
we are willing to assume that the marginal utility of cash balances 
approaches zero with sufficient rapidity relative to that of consump- 
tion, then we can ignore the possibility of the savings curve reaching a 
limiting position such as in Figure 5. That is, we would be maintaining 
the position that by increasing the individual’s balances sufficiently, he 
will have no further incentive to add to these balances; hence he will 


“ Mathematically this may be stated as follows. Write the savings function as 
(Cf. footnote 7, above.) Pigou’s explicit assumption is 
(r, p, Y) > 0 
where I’, is the partial derivative of S with respect to p. Yet Y = Yo represent the full 
employment income. Then the argument here is that the savings function, I’, may still be 
of a form such that 


lim , T (r, P, Yo) = (r, Yo) 


for any fixed r—where I* is any curve which intersects the investment curve at a negative 
rate of interest. (In the argument of the text, I* is taken to be S; in Figure 5.) Pigou 
tacitly assumes that the savings function approaches no such limit; or that if it does, the 
limiting function intersects the investment function at a positive rate of interest. 


“I am abstracting here from the possible third alternative, investment. 
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spend any additional real funds on consumption, so that we can make 
him consume any amount desired. If, on the other hand, we admit the 
possibility that, for sufficiently large consumption, the decrease in the 
marginal utility of cash balances is accompanied by a much faster 
decrease in the marginal utility of consumption, then the individual will 
continuously use most of the additional real funds (made available by 
the price decline) to add to his balances. In this event, the situation 
of Figure 5 may well occur. 


FIGURE 5 


9. I do not believe we have sufficient evidence—either of an a priori 
or empirical’® nature—to help us answer the question raised in the 
preceding paragraph. The empirical evidence available is consistent 
with the hypothesis that the effect of real balances on savings is very 
weak. But even granted the truth of this hypothesis, it casts no light 
on the question raised here. What we want to know is what happens 
to the effect of real balances on savings as these real balances increase 
in size. Even if the effect were arbitrarily small, but remained constant 
regardless of the size of real balances, there could be no convergence 
of savings functions like that pictured in Figure 5. In the face of this 
lack of evidence, we have to be satisfied with the conclusion that, 


*” Empirical studies on the effect of real balances on savings have been made by L. R 
Klein, “The Use of Econometric Models as a Guide to Economic Policy,” Econometrics, 
Vol. XV (1947), pp. 122-25. Klein’s procedure was incorrect in that he used a series for 
Mo, instead of M; in fitting his equations (cf. last paragraph of § 6 above). However, 
another study, using the correct Mi series, has been carried out by the writer in conjunction 
with Kenneth J. Arrow of the Cowles Commission. This study shows that the effect of 
cash balances on saving is at best very small. 
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subject to the provisos of the preceding section, Pigou has demon- 
strated the automaticity of full employment within the framework of 
the classical static model*’—the main mechanism by which this is 
brought about being the effect of a price decline on cash balances. 

The statement of this conclusion immediately raises the interesting 
question of how this set of forces, uncovered by Pigou, could have 
been overlooked by Keynesian economists, in general, and Keynes 
himself, in particular. Questions of this type can rarely be answered 
satisfactorily—and perhaps should not even be asked. Nevertheless, 
' I think it is both possible and instructive to trace through the exact 
chain of errors in Keynes’s reasoning which caused him to overlook 
these factors. 

I submit the hypothesis that Keynes recognized the influence of 
assets on saving (consumption), but unfortunately thought of this 
influence only in terms of physical capital assets. This was his funda- 
mental error.”* From it immediately followed that in his main discus- 
sion of the (short-run) consumption function, where he assumed a 
constant stock of capital, the possible influence of assets was not (and 
could not) even be considered.** But as soon as Keynes discussed a 
period sufficiently long for noticeable capital growth, the influence 
of assets on savings was immediately recognized.** Even here Keynes 
could not come to the same conclusion as Pigou. For Keynes restricted 
himself to physical assets, and thus rightfully pointed out that it 
would be “an unlikely coincidence” that just the correct amount of 
assets should exist—#.e., that amount which would push over the sav- 
ings function to such a position where full employment could be 
generated. Compare this with the determinate process by which just 
exactly the “correct amount” of real cash balances is brought into 
existence in the Pigou analysis. (See above, § 5, paragraph 4.) 

This exclusion of physical assets from the short-run consumption 
function was subconsciously extended to all kinds of assets. Here was 
the last link in the chain of errors. For later when Keynes began to 
examine the effects of increased real cash balances (brought about 
either by price declines or increases in the amount of money), he did 
not even consider their possible influence on consumption. Instead, he 

*Tt must be re-emphasized that this conclusion holds only for static analysis. The modi- 
fications that must be introduced once dynamic factors enter are discussed in Part II. 


“Note that there are really two distinct errors involved here. The first is the obvious 
one of the exclusion of monetary assets. The second is that what is relevant for the influence 
on saving is not the physical asset, but its real value in terms of some general price level. 

“J. M. Keynes, The General Theory of Employment, Interest, and Money (New York, 
Harcourt, Brace, and Co., 1936), Chap. 8. See especially pp. 91-95, where Keynes con- 
siders the possible influence of other factors besides income on consumption, and does not 
even mention assets. 


* Ibid., p. 218, second paragraph. 
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concentrated exclusively on their tendency, through the liquidity func. 
tion, to lower interest rates.** (Cf. above, § 7, last paragraph.) 

Looking back on the nature of these errors, we cannot but be struck 
by the irony that they should have emanated from the man who did 
most to demonstrate the fundamental inseparability of the real and 
monetary sectors of our economy. 


II. Dynamic Analysis: The Question of Policy 


10. The Pigou analysis discussed in Part I makes two contributions, 
First, it uncovers a hitherto neglected set of forces at work—in its 
analysis of the effect of a price decline on savings through its effect 
on real balances. (For convenience this will be referred to as the Pigou 
effect.) Secondly, it proceeds to draw the implications of this new set 
of forces for static analysis, and summarizes its results in the following 
theorem (cf. §§ 5 and 6): There always exists a sufficiently low price 
level such that, if expected to continue indefinitely,” it will generate 
full employment.”® (For convenience this will be referred to as the 
Pigou Theorem.) The purpose of this part of the paper is to accomplish 
a third objective: viz., to draw the implications of the Pigou effect for 
dynamic analysis and policy formulation. It must be emphasized that 
the Pigou Theorem tells us nothing about the dynamic and policy 
aspects which interest us in this third objective. (This point is dis- 
cussed in greater detail in § 12.) 

Specifically, consider a full employment situation which is suddenly 
terminated by a downswing in economic activity. The question I now 
wish to examine is the usefulness of a policy which consists of main- 
taining the stock of money constant, allowing the wage and price 
levels to fall, and waiting for the resulting increase in real balances to 
restore full employment. 

At the outset it must be made clear that the above policy recomen- 
dation is not to be attributed to Pigou. His interest is purely an intel- 
lectual one, in a purely static analysis. As he himself writes: “. . . The 
puzzles we have been considering . . . are academic exercises, of some 
slight use perhaps for clarifying thought, but with very little chance 
of ever being posed on the chequer board of actual life.”*’ 

* Tbid., pp. 231-34, 266. The following passage is especially interesting: “It is, therefore, 
on the effect of a falling wage- and price-level on the demand for money that those who 
believe in the self-adjusting quality of the economic system must rest the weight of their 
argument; though I am not aware that they have done so. If the quantity of money 5 
itself a function of the wage- and price-level, there is, indeed, nothing to hope for in this 
direction. But if the quantity of money is virtually fixed, it is evident that its quantity ™ 
terms of wage-units can be indefinitely increased by a sufficient reduction in money 
wages... .” (Ibid., p. 266. Italics not in original.) 

* This qualifying phrase incorporates in it the restriction of the Pigou argument to static 
analysis. 

* I ignore here, as I do throughout the remainder of the paper, the difficulties raised in § $. 

* “Economic Progress in a Stable Environment,” Economica, ns. XIV (1947), p. 18 
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In reality, Pigou’s disavowal of a deflationary policy (contained 
in the paragraph from which the above quotation is taken) is not 
nearly as thoroughgoing as might appear on the first reading. The 
rejection of a price decline as a practical means of combatting unem- 
ployment may be due to: (a) the conviction that dynamic considera- 
tions invalidate its use as an immediate policy, regardless of its merits 
in static analysis; (b) the conviction that industrial and labor groups, 
sometimes with the assistance of government, prevent the price flexi- 
bility necessary for the success of a deflationary policy. A careful read- 
ing of Pigou’s disclaimer indicates that he had only the second of these 
alternatives in mind; i.e., that he felt that the policy would not work 
because it would not be permitted to work. What I hope to establish 
in this part of the essay is the first alternative: namely, that even 
granted full flexibility of prices, it is still highly possible that a defla- 
tionary policy will not work, due to the dynamic factors involved. 

Nevertheless, nothing in this part of the paper is intended (or even 
relevant) as a criticism of Pigou, since the latter has clearly abstained 
from the problem of policy formulation. If sometimes the terms “Pigou 
effect” and “Pigou Theorem” are used in the following discussion, they 
should be understood solely as shorthand notations for the concepts 
previously explained. 

11. The analysis of this section is based on the following two assump- 
tions: (a) One of the prerequisites of a successful anti-depression 
policy is that it should be able to achieve its objective rapidly (say, 
within a year). (b) Prices cannot fall instantaneously; hence, the 
larger the price level fall necessary to bring about full employment via 
the Pigou effect, the longer the time necessary for the carrying out of 
the policy. (If no price fall can bring about full employment, then we 
can say that an infinite amount of time is necessary for the carrying out 
of the policy.) 

There are at least two factors which act toward lengthening the 
period necessary to carry out a policy based on the Pigou effect. (It 
should be noted that none of these difficulties arises when the discussion 
is restricted to static analysis.) The first is the possibility that the 
efiect of an increase in cash balances on consumption is so small, that 
| very large increases (very great price declines) will be necessary. Cer- 
tainly the burden of proof lies on those supporting a policy of absolute 
| Price flexibility to show that the economic system is sufficiently re- 

sponsive to make the policy practical. So far, no one has presented the 
required evidence. On the contrary, whatever evidence exists indicates 
that the dependence of savings on cash balances is much too weak to 
b€ of any practical use (cf. above, footnote 19). 

j The second factor is a result of the price decline itself. In dynamic 
» analysis we must give full attention to the role played by price expecta- 
§ “ons and anticipations in general. It is quite possible that the original 
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price decline will lead to the expectation of further declines. The, 
purchasing decisions will be postponed, aggregate demand will fall of 
and the amount of unemployment increased still more. In terms of 
Figures 1 and 3, the savings function will rise (consumption will }. 
decreased) and the investment function fall, further aggravating the 
problem of achieving full employment. This was the point on which 
Keynes was so insistent.”* Furthermore, the uncertainty about the 
future generated by the price decline will increase the liquidity prefer. 
ence of individuals. Thus if we consider an individual possessing a fixed 
number of dollars, and confronted with a price decline which increases 
the real value of these dollars, his uncertainty will make him more 
inclined to employ these additional real funds to increase his rea] 
balances, than to increase his expenditures.”® In other words, the un 
certainty created by the price decline might cause people to accumulate 
indefinitely large real cash balances, and to increase their expenditures 
very little, if at all. 

The simultaneous interaction of this last factor with the first one 
will further exacerbate these difficulties. For as the period of price 
decline drags itself out, anticipations for the future will progressively 
worsen, and uncertainties further increase. The end result of letting the 
Pigou effect work itself out may be a disastrous deflationary spiral, 
continuing for several years without ever reaching any equilibrium 
position. Certainly our past experiences should have sensitized us to 
this danger. 

Because of these considerations I feel that it is impractical to depend 
upon the Pigou effect as a means of policy: the required price decline 
might be either too large (factor one), or it might be the initial step of 
an indefinite deflationary spiral (factor two). 

On this issue, it may be interesting to investigate the experience ol 
the United States in the 1930’s. In Table I, net balances are con- 
puted for the period 1929-32 according to the definition in § 6 
As can be seen, although there was an 18 per cent increase in real 
balances from 1930 to 1931, real national income during this period 
decreased by 13 per cent. Even in the following year, when a further 
increase of 24 per cent in real balances took place, real income pro- 
ceeded to fall by an additional 18 per cent. For the 1929-1932 period 
as a whole there was an increase in real balances of 38 per cent, and 4 
decrease in real income of 40 per cent. 

It will, of course, be objected that these data reflect the presence 0! 
“special factors,” and do not indicate the real value of the Pigou effect. 
But the pertinent question which immediately arises is: To what extent 


*See his discussion of changes in money wages, op. cit., pp. 260-69, especially Pp. 263 
Cf. also J. R. Hicks, Value and Capital (Oxford, Oxford University Press, 1939), 
O. Lange, op. cit. 


* Cf. above, § 8, last paragraph. 
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were these “special factors” necessary, concomitant results of the price 
decline itself! If the general feeling of uncertainty and adverse antici- 
pations that marked the period is cited as one of these “special factors,” 
the direct relationship between this and the decline in price level itself 
certainly cannot be overlooked. Other proposed “special factors” must 
be subjected to the same type of examination. The data of the preced- 
ding table are not offered as conclusive evidence. But they are 
certainly consistent with the previously stated hypothesis of the im- 
practicability of using the Pigou effect as a means of policy; and they 


TABLE I 


pe Net Balance Cost of Net Real Real 

apy Debt of Living Balances of National 

Individuals Index Individuals Income 
2) (3)° (4)4 (5)° (6)! 


1.22 16.4 89.9 
1.19 $3.2 76.3 
1.09 18. 66.3 
.98 54.2 


ney in circulation as of June 30 outside the Treasury and Federal Reserve Banks, in 
illions of current dollars, Banking and Monetary Statistics, p. 408. 
> Government interest bearing debt as of June 30, held outside government agencies and the 
Federal Reserve Bank, in billions of current dollars. Jbid., p. 512. 
(3)=(1)+(2 
1 Bureau of Labor Statistics, cost of living index, Survey of Current Business, Supplement, 
1942, p. 16 


=(3)+(4 
National income in billions ef 1944 dollars. J. Dewhurst and Associates, America’s Needs 
ind Resources (New York, The Twentieth Century Fund, 1947), p. 697. 


certainly throw the burden of proof on those who argue for its prac- 
ticality. 

12. The argument of the preceding section requires further explana- 
tion on at least one point. In the discussion of the “second factor” 
there was mentioned the possibility of an indefinitely continuing spiral 
of deflation and unemployment. But what is the relation between this 
possibility and the Pigou Theorem (cf. § 10) established in Part I? 
The answer to this question may be expressed as follows: 

On the downswing of the business cycle it might be interesting to 
know that there exists a sufficiently low price level which, if it were 
expected to continue existing indefinitely, would bring about full em- 
ployment. Interesting, but, for policy purposes, irrelevant. For due to 
perverse price expectations and the dynamics of deflationary spirals, 
It is impossible to reach (or, once having reached, to remain at) such 
a position. 

The implication of these remarks can be clarified by consideration of 
the cobweb theorem for the divergent case. Assume that a certain 
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market can be explained in terms of the cobweb theorem. It is desired 
to know whether (assuming unchanged demand and supply curves) the 
designated market will ever reach a stationary position; that js 
whether it will settle down to a unique price that will continue indef- 
nitely to clear the market. This question is clearly divided into two 
parts: (a) does there exist such a price, and (b) if it does exist, will the 
market be able to attain it. In the case of the cobweb presented in 
Figure 6 it is clear that such a price does exist. For if the Price p, 


Pp 


| 


we) 
° 


FIGURE 6 


had always existed and were expected to exist indefinitely, it would 
continuously clear the market. But Figure 6 represents the case of a 
divergent cobweb; hence the market will never be able to reach the 
price po. In brief, even though po exists, it is irrelevant to the workings 
of the market. The analogy to the argument of the preceding paragraph 
is obvious.*° 

IIT. Conclusions 


13. The conclusions of this paper can be summarized as follows: 


” The distinction of this section can be expressed in rigorous mathematical form usilg 
the dynamic system which has become familiar through the work of Samuelson and Lange 
(P. A. Samuelson, “The Stability of Equilibrium: Comparative Statics and Dynamic, 
Econometrica, Vol. IX [1941], pp. 97-120. Lange, op. cit., pp. 91 ff.) Consider a single 
market and let D, S, and p represent the demand, supply and price of the particular good, 
respectively. Let t represent time. Then we can write this system as 
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in a static world with a constant stock of money,” price flexibility 
assures full employment. (I abstract here again from the difficulties 
raised in § 8.) But in the real dynamic world in which we live, price 
flexibility with a constant stock of money might generate full employ- 
ment only after a long period; or might even lead to a deflationary 
spiral of continuous unemployment. On either of these grounds, a full 
employment policy based on a constant stock of money and price flexi- 
bility does not seem to be very promising. 

All that this means is that our full employment policy cannot be 
the fairly simple one of maintaining a constant stock of money and 
waiting for the economic system to generate full employment auto- 
matically through price declines. Other policies will be required. One 
possible alternative policy can be inferred from the Pigou analysis 
itself: there are two ways to increase real balances. One is to keep 
the money stock constant and permit prices to fall. An equally effec- 
tive way is to maintain the price level constant, and increase the stock 
of money by creating a government deficit.** This method of increasing 
real balances has the added advantage of avoiding one of the difficulties 
encountered previously (§ 11), for a policy of stabilizing the price 


(a) D=f(p) demand function 


= g(p) supply function 
p 
c) = = h(D-S) market adjusting function 


at 


The last equation has the property that 


(d) sign tt = sign (D-S) 
at 


e., price rises with excess demand and falls with excess supply. Consider now the static 

ystem identical with (a) — (c), except that it replaces (c) by 

e) D=S 

\s long as (e) is not satisfied, we see from (d) that the system will not be in stationary 
equilibrium, but will continue to fluctuate. Thus the existence of a solution to the static 
system (a), (b), (e) (ée., the consistency of (a), (b), (e) is a mecessary condition for 
the existence of a stationary solution for the dynamic system (a), (b), (c). But this is not 
1 sufficient condition. For the static system (a), (b), (e) may have a consistent solution 
which, if the dynamic system is not convergent, will never be reached. 

Thus Pigou has completed only half the task. Setting aside the difficulties of § 8, we can 
accept his proof of the consistency of the static classical system. But that still leaves com- 
pletely unanswered the question of whether the classical dynamic system will converge to 
this consistent solution. In this and the preceding section I have tried to show why such 
convergence may not occur in the real world. (I have discussed these issues in greater 
detail elsewhere. Cf. footnote 3, above.) 


"Throughout Part III, unless otherwise indicated, “stock of money” is to be understood 
in the M; sense of the last paragraph of § 6. 
"Considered from this perspective, the Pigou analysis presents in a rigorous fashion part 
the theoretical framework implicit in the fiscal-monetary policy of the Simons-Mints 
position. Cf. the recently published collection of essays of Henry C. Simons, Economic 
“cy Jor a Free Society (University of Chicago Press, Chicago, 1948); and Lloyd W. 
Mints, “Monetary Policy,” Rev. Econ. Stat., Vol. XXVIII (1946), pp. 60-69. 
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level by increasing money stocks avoids some of the dangers of un- 
certainty and adverse anticipation accompanying general price de- 
clines. Nevertheless, there still remains the other difficulty—that indj- 
viduals may not be very sensitive to increases in real balances. If this 
turned out to be true, we would have to seek still other policies. 

14. We have come a long way from the crude Keynesian model of § |. 
And now we can re-examine that question which has been the favorite 
of economists these past few years: what is the distinctive character- 
istic of Keynesian analysis? It certainly cannot be the claim to have 
demonstrated the possibility of the coexistence of underemployment 
equilibrium and flexible prices. This, in its day, served well as a rallying 
cry. But now it should be definitely recognized that this is an inde- 
fensible position. For flexibility means that the money wage falls with 
excess supply, and rises with excess demand; and equilibrium means 
that the system can continue on through time without change. Hence, 
by definition, a system with price flexibility cannot be in equilibrium 
if there is any unemployment.” 

Nor should Keynesian economics be interpreted as asserting that 
just as an underemployment equilibrium is impossible, so, too, in a 
static system may a full-employment equilibrium be impossible. That 
is, the static system may be at neither an underemployment equi- 
librium, nor a full-employment equilibrium. In other words, the static 
system may be inconsistent. (This is the negative interest rate argu- 
ment of § 3.) For Pigou’s discussion of the effect of a declining price 
level on real balances shows how this inconsistency is removed. It is, of 
course, still possible to maintain this interpretation of Keynes on the 
basis of the argument of § 8. But I think this is neither necessary nor 
advisable. For the real significance of the Keynesian contribution can 
be realized only within the framework of dynamic economics. Whether 

* This can be expressed mathematically in the following way: let N* and N?” be the 


amounts of labor supplied and demanded, respectively; w, the money wage rate; and t, 
time. Then a flexible dynamic system will, by definition, contain an equation of the gen- 


eral type 
dw 
— = f(N” — N°) 
dt 


sign = = sign (N? — N°). 


If by equilibrium is meant a situation such that 
dw 
then clearly this system cannot be in equilibrium unless 
N° — N*=0 


i.e., unless there is full employment. 


where 
OOO 
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or not an underemployment equilibrium exists; whether or not full 
employment equilibrium always will be generated in a static system— 
all this is irrelevant. The fundamental issue raised by Keynesian eco- 
nomics is the stability of the dynamic system: its ability to return 
automatically to a full-employment equilibrium within a reasonable 
time (say, a year) if it is subjected to the customary shocks and dis- 
turbances of a peacetime economy. In other words, what Keynesian 
economics claims is that the economic system may be in a position of 
underemployment disequilibrium (in the sense that wages, prices, and 
the amount of unemployment are continuously changing over time) 
for long, or even indefinite, periods of time. 

3ut this is not sufficient to characterize the Keynesians. Everyone 
agrees that there exist dynamic systems which will not automatically 
generate full employment. What distinguishes one economic school from 
the other is the system (or systems) to which this lack of automaticity 
is attributed. If the Keynesian message is applied to an economic 
system with no monetary policy (if such a thing is possible to define), 
then it is purely trivial. For few would claim automaticity of full 
employment for such a system. Keynesian theory acquires meaning 
only when applied to systems with more intelligent monetary policies. 
Here an element of arbitrariness is introduced; for what is termed 
“Keynesian” depends entirely on the choice of the monetary policy 
to be used as a criterion. 

On the basis of Keynes’ writings, I believe it is clear that he was 
primarily interested in attacking the policy of assuring full employment 
by manipulation of the interest rate through open market operations.** 
But to Keynes, this policy was equivalent to one of wage flexibility; *° 
increase the real value of the stock of money (in the Mo, not M:, sense; 
cf. above, last paragraph of § 6) and thereby decrease the rate of 
for (he erroneously thought) the only effect of a wage decline was to 
interest—just as in open market operations. As we have pointed out 
above (end of §$§ 6 and 7), these policies are really not equivalent. For 
open market operations change only Mo, whereas a wage and price 
decline change the real value of M; as well. Hence, open market opera- 
tions act only through the liquidity preference equation, whereas a 
policy of price flexibility acts also through the savings function (cf. 
above, footnote 7 and end of § 6). 

Let us now assume that even if Keynes had recognized the distinc- 
tion between open market and wage flexibility policies (i.e., if he had 


* Cf. Keynes, op. cit., pp. 231-34; 266-67. 

™ “There is, therefore, no ground for the belief that a flexible wage policy is capable of 
maintaining a state of continuous full employment ;—any more than for the belief that 
an open market monetary policy is capable, unaided, of achieving this result. The economic 
system cannot be made self-adjusting along these lines.” (Ibid., p. 267.) 
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recognized the Pigou effect) he still would have continued to reject 
the latter as a means of assuring full employment. This is not ap 
unreasonable assumption; for the objections cited above (§ 11) against 
the use of a policy based on the Pigou effect, are the very same ones 
that Keynes uses in arguing against open market operations.” 

Granted this assumption, I believe it is useful to identify the 
Keynesian position against one which maintains that full employment 
can be automatically achieved via the Pigou effect by maintaining a 
constant stock of money, and providing for wage and price flexibility. 
It is now possible to delineate three distinct theoretical formulations 
of the Keynesian position—differing in varying degrees from the classi- 
cal one: (a) Most opposed to the classical position is the Keynesian 
one which states that even if there were no problem of uncertainty 
and adverse anticipations (that is, even if there were a static system), 
and even if we were to allow an infinite amount of time for adjustment, 
a policy of price flexibility would still not assure the generation of full 
employment. (This is the negative interest rate argument of §§ 3 and 
8.) (b) Then there is the position which states that, in a static world, 
price flexibility would always assure full employment. But in a dynamic 
world of uncertainty and adverse anticipations, even if we were to 
allow an infinite adjustment period, there is no certainty that full 
employment will be generated. That is, we may remain indefinitely in 
a position of underemployment disequilibrium. (c) Finally, there is the 
Keynesian position, closest to the “classics,” which states that even 
with uncertainty full employment would eventually be generated by a 
policy of price flexibility; but the length of time that might be neces- 
sary for the adjustment makes the policy impractical. The ease with 
which each of these three positions can be defended is inversely related 
to its distance from the classical position. 

Although these positions are quite distinct theoretically, their policy 
implications are very similar. (In what way would the policies of a man 
advocating position (a) differ from those of a man advocating (c) and 
stating that the adjustment would take ten years?) The policies would 
in general be directed at influencing the consumption and investment 
functions themselves, in addition to manipulating the amount of money. 
Thus the policies may advocate tax reductions to stimulate consump- 
tion and investment (the Simons-Mints school) ; or may insist on direct 
government investment to supplement private investment (Hansen, 
et al.). In this way we could cross-classify Keynesian positions accord- 
ing to their advocated policies, as well as their theoretical foundations. 


* Cf. the passages cited in footnote 34, above. 
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CENTRAL BANKS AND THE STATE TODAY 
By Mrrostav A, Kriz* 


The relations between the central bank and the State have been 
newly defined in central bank laws passed since the end of the war. 
However, there exists no comparative study of the postwar central 
bank legislation, no bird’s eye view of the new institutional set-up, no 
comprehensive interpretation of the changing relationships between the 
central banks and the State. This broadly is what I shall try to do in 
this paper. 


1. The Formalization of the Relationships Between the Central 
Bank and the State 


The central bank statutes that have been drawn up or amended since 
the end of the war have this in common, that while heretofore the 
central bank’s position vis-d-vis the Treasury had been left nominally 
open, the new laws are formalizing it by writing into the statutes the 
outcome of a long and sometimes hectic evolution in the theory and 
practice of central banking. The legislative texts adopted in the last 


three years therefore require a comparative study that alone will enable 
us to discern and appraise the main trends in present-day central 
banking. 

In the past, the close and continuous cooperation between the 
central bank and the government was taken for granted; but as a rule 
it was not found necessary to incorporate in the statutes any provisions 
as to the “independence” of the central bank or its “subordination” 
to the State. There were, of course, a few exceptions. Apart from the 
Soviet State Bank which “‘forms part of the People’s Commissariat of 
Finances and is directly subordinate to the People’s Commissary of 
Finances,’ specific provisions governing the general relationships of 
the central bank and the State can be found only rarely. In Sweden 
the charter states that the Riksbank is “placed under the guarantee of 
the Riksdag’*—the Swedish Parliament. A similar statement can be 


*The author is on the staff of the Federal Reserve Bank of New York. The opinions 
he expresses are personal. With the permission of the American Economic Association, a 
Spanish version of this article, together with a review of the technique of the central bank 
nationalization, which is omitted here, will be published in the Revista of the Banco de 
la Republica of Colombia. 

Statutes of the Soviet State Bank, Article 1. 

Bank Law of May 12, 1897, as amended, Article 1 
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found in the statutes of the Bank of Finland, which were modeled on 
those of the Swedish Riksbank: “The bank carries on its business 
under the guarantee and supervision of the Diet.”* In Latvia the bank 
was also defined in the statutes as a State institution.* At the opposite 
end of the scale were the Bank of England and the German Reichs. 
bank. “The Bank of England,” stated the MacMillan Report, “is 
almost unique as a central bank in that it is a private institution 
practically independent of any form of legal control, save in regard to 
its powers of issuing bank notes and granting loans to the State.” 
As regards the Reichsbank, the statutes declared it to be “a bank 
independent of government control.’”® Between these two extremes, 
central bank statutes were either silent on the general position of the 
bank vé#s-d-vis the Treasury or contained only provisions as to the 
government’s right to intervene in the constitution of the bank’s 
governing body, for example, by appointing the governor, approving 
the election of the directors by shareholders, or nominating a govern- 
ment commissioner. Even the statutes of the central banks set up or 
reorganized under the auspices of the Financial Committee of the 
League of Nations, which was at that time the most vigorous sponsor 
of “independent” central banks, do not contain any formal statement 
governing the relations of the central bank and the State; but the 
position of the Bulgarian National Bank, which was State owned, was 
fortified by an agreement with the League of Nations under which the 
Bulgarian government undertook “to safeguard the independence of 
the central bank from any political influence whatever.’” 

In contrast, the central bank statutes drawn up or amended in recent 
years contain explicit statements as to the position of the central bank 
vis-a-vis the State. The first departure from the traditional lack of 
formalization was the unprecedented statement of policy which in 1936 
subordinated the Reserve Bank of New Zealand to the New Zealand 
government: “It shall be the general function of the Reserve Bank, 
within the limits of its powers, to give effect as far as may be to the 
monetary policy of the government as communicated to it from time 


* Regulations for the Bank of Finland, December 21, 1925, as amended on June 5, 192° 
Article 2. 

*Statutes of the Bank of Latvia ratified by the Law of June 2, 1923 
Article 1. 

* Committee on Finance and Industry Repert (Cmd. 3897), Paragraph 50. 

“Bank Act of August 30, 1924, Article 1. But the Reichsbank was reorganized at that 
time not only to function as a central bank, but also as part of a scheme for the payment 
of reparations and of the financial rehabilitation of Germany, and the specific provision 
as to its “independence” may therefore be explained by the distrust of the German govern- 
ment by the creditor countries. 

‘Protocol signed in Geneva on March 10, 1928 by the Minister of Finance of Bulgaria 


, as amended 
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to time by the Minister of Finance.’* The next instance was the 
German law of June 15, 1939 under which the Reichsbank was to be 
managed and directed in accordance with and under the direct super- 
vision of the “Fuehrer and Reichschancellor.” Curiously enough, on 
the eve of the Second World War, the German dictator deemed it 
necessary to amend the Reichsbank’s statutes in such a way as to 
eliminate any legal scruples of the bank’s management in financing the 
German war economy. On the other hand, while during the war central 
banks all over the world responded to the exigencies of war finance, 
nowhere did the governments resort to formal legislation. 

While the trend towards greater formalization of relations was 
noticeable in isolated instances before the war, the advent of the 
socialistic governments in the postwar world brought an avalanche of 
legislation. The place of honor must, of course, be reserved to the 
“Old Lady of Threadneedle Street”: “The Treasury may from time 
to time give such directions to the bank, as, after consultation with 
the governor of the bank, they think necessary in the public interest.’”” 
In turn the Bank of England was given power, under conditions defined 
in the Act, to issue “directions” to any bank or group of banks, or to 
banks generally. 

The new Australian legislation contains a detailed procedure for 
solving possible conflicts between the Commonwealth Bank and the 
Commonwealth Treasury. The bank is required to inform the govern- 
ment from time to time of its monetary and banking policy. “In the 
event of any difference of opinion between the Bank and the Govern- 
ment as to whether the monetary and banking policy of the Bank is 
directed to the greatest advantage of the people of Australia,” the 
government and the bank are required by the law to “endeavor to reach 
agreement.” Should it be impossible to resolve such a difference of 
opinion by discussion, “the Treasurer may inform the Bank that the 
Government accepts responsibility for the adoption by the Bank of a 
policy in accordance with the opinion of the Government and will take 
such action (if any) within its powers as the Government considers to 
be necessary by reason of the adoption of that policy.” The bank is 
then required to give effect to that policy.” 

A third example may be found in Holland. Under temporary arrange- 
ments made in 1945 to restore the Nederlandsche Bank to its position 
under the Bank Act of 1937, which had been abrogated by the German 
occupation authorities, the Minister of Finance was given the power, 


* Amendment Act of 1936, Section 10. 
Bank of England Act 1946, Article 4 (1). 
* Commonwealth Bank Act of 1945, Article 9. 
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whenever he “deems it necessary to do so for coérdinating the monetary 
and financial policy of the government and the policy of the Neder. 
landsche Bank,” to issue to the management of the Nederlandsche 
Bank the “directions required to attain that end.” The Nederlandsche 
Bank is “bound to follow such directions," but should a bill now 
pending before the Dutch Parliament become law, the management 
of the bank could appeal to the Crown from instructions given by the 
Minister of Finance.** 

A rather unusual solution was adopted in Spain, where a number 
of essentially central bank functions, such as fixing the discount rate, 
engaging in open market operations, and directing credit policy, were 
taken from the Bank of Spain, to be performed as from January |, 
1947 by the Minister of Finance with the approval of the Council of 
Ministers. There is also a broad clause in the new law empowering the 
Minister of Finance to set monetary policy in general. In the case of 
open market operations, however, there is no change from previous 
practice because, as was first permitted by the law of November 9. 
1939, such operations could be undertaken only if authorized by the 
Minister of Finance. 

Compared with the British, Australian, and Dutch versions, similar 
provisions contained in Central and Eastern European legislation are 
more laconic. The National Bank of Rumania, “as the mandatary of 
the State, assures, in accordance with the directives given by the 
Supreme Economic Council, the direction and control of credit.’”** The 
new Czechoslovak legislation stipulates that “the State shall perform 
the management of the currency through the medium of the National 
Bank of Czechoslovakia.”** The Yugoslav legislation likewise subordi- 
nates the national bank to the State. 

The new statutory provisions are very formal; but much of course 
depends on their interpretation. Fortunately, there is ample documenta- 
tion as to the significance and implications of the relevant British, 
Australian, and Dutch legislation with the result that, in these three 
instances at least, it is possible to interpret and pass judgment on the 
texts. First, as to the British government’s power to give directions to 
the Bank of England, the law contains the qualifying provision that 
directions may be given only “after consultation with the governor 

“™ Royal Decree of October 1, 1945, providing for the reintroduction of the Bank Act 
1937, Article 7. 

* Amsterdamsche Bank, Quarterly Review, July, 1947. Whether such a clause is actually 
contained in the laws published on May 14, 1948, providing for the nationalization of the 
Nederlandsche Bank and the revision of its statutes, I have not been able to check at 
this writing. 

"Law of December 28, 1946 on the nationalization of the National Bank of Rumania, 
Article 3. 

* Law of March 11, 1948, paragraph 1, 
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of the bank.” These words were deliberately inserted into the statutes; 
indeed, Lord Catto, Governor of the Bank of England, made it clear 
that they were inserted at his request.*° As interpreted by British 
commentators, this provision implies that the governor has thus not 
only the right to be heard, but will also effectively prevent directions 
being issued to the bank on minor matters. Furthermore, the affairs 
of the Bank of England, it is held, are to be managed by the Court of 
' Directors according to the directors’ own judgment of what is in the 
national interest.** Moreover, the Governor and the Deputy Governor 
| of the Bank of England, along with other members of the Court, are 
F appointed by the Crown, and not by a Minister as under other 
nationalization schemes such as, for example, the Transport Act. This 
is an eloquent indication of the very special position that the new 
British legislation devolved upon the Bank of England. 

In Australia, the implementation of the new bank act likewise 
appears to be rather flexible. On the one hand, no Secretary of the 
Treasury is “really likely to abuse his powers, in view of the necessity 
for him to justify his actions before the electorate’’; and on the other, 
“the Treasurer might also be expected to receive the opinion of the 
bank governor with respect, and, in the framing of the general lines 
of policy, the governor’s influence would presumably be considerable.’”*’ 
The first argument seems somewhat specious, but the second one is 
pertinent. 

As to the Dutch legislation, under which the government has the 
power to give binding directions to the management of the Neder- 
landsche Bank, the latter made it very clear in its 1946 report that it 
accepted the new statutory provisions on the express understanding 
hat “the right to resign of the members of the management who 
would not be able to agree to the directions given by the Minister, 
remained unshaken.’’* 


II. The Rationale of the New Legislation 


So far we have been concerned only with the formal expression of 
the central bank’s position vis-a-vis the State. However, in order to 


““These words were deliberately inserted, and I think that I am betraying no secret 
when I say that they were inserted at my request and received cordial agreement from the 
Treasury.” Lord Catto’s speech in the House of Lords, January 22, 1946. 

“The Economist, February 16, 1946. 

“By J. S. G. Wilson, “Australia’s Central Bank,” in the Journal of Political Economy, 
February, 1946, pp. 29 and 30. The article also makes the point that “for the protection 
of the management of the bank itself, some critics have suggested that any overriding 
instruction given by the Treasurer should be made in writing, so that its terms would be 
beyond dispute and, if necessary, available for future reference.” 

~ De Nederlandsche Bank, Report for the Year 1944-45 (April, 1946), p. 16. 
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understand this trend towards increasing formalization, we have to set 
the legislative texts within the framework of the political, economic, 
and social developments, of which the changing position of the central 
banks is but one facet. The Victorian Bank of England was obviously 
in a different position vis-d-vis the British government from that of 
the Bank of England of 1931 or 1945; it functioned in the economic 
system, and the political and economic environment, of laissez-faire. 

Today the world is living under a system of extensive State inter. 
vention in business and finance. This is not merely a consequence of the 
war, since in the field of money and banking the change in attitude 
toward the role of government occurred as long ago as the early 
thirties, with the abandonment of the gold standard during the 
depression and the adoption of a cheap money policy. Under present- 
day conditions, the relations of the central bank and the State thus 
are inevitably affected by the changing political and social concepts as 
well as by the demands of postwar reconversion and _ reconstruc- 
tion. The advent to power of the socialistic parties has only acceler- 
ated the tendencies that were inherent in the situation. In the words 
of the British Chancellor of the Exchequer, the nationalization of 
the Bank of England had “the effect of bringing the law into accord 
with the facts of the situation as they had developed.”*® The Australian 
Treasurer elaborated the same idea in a statement, the gist of which 
recurs in manifold forms in the discussions that took place in the 
parliaments of the Western world: “A banking system must always be 
in the process of evolution, continuously adapting itself to changing 
conditions. This adaptation in part has largely taken place under slow 
pressure of events since the depression of the thirties. It has come to 
be recognized throughout the world that changes in the banking system 
should be the result of conscious decisions of policy.’ 

So far I have been concerned solely with such interpretations as are 
commonly accepted in Western Europe and the British Dominions 
(with the important exception of the Union of South Africa). In 
Central and Eastern Europe the relations between the central bank 
and the State are but one facet of a new pattern of economic policy 
modeled largely on that of the Soviet Union. In Rumania, for instance, 
the nationalization of the central bank was to undo “the errors of the 
past” and to initiate a credit policy designed to promote the Rumanian 
economy “in the interests of the collectivity.” 


® Speech delivered in the House of Commons on August 21, 1945. 

From the speech delivered by Australian Treasurer Benjamin J. Chifley in the House 
of Representatives on March 9, 1945, to introduce legislation to expand the powers and 
amend the control of the Commonwealth Bank of Australia, and to control certain of the 
operations of private banks in Australia. 

™ National Bank of Rumania, Annual Report for 1946, p. 7. 
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There is also emerging on the horizon of central banking the case 
of Argentina. In a sense the redefinition of the relationships between 
the Treasury and the central bank that was brought about by the 
Argentine legislation of March, 1946 is the outcome of the same 
political and economic forces that have been noticeable elsewhere; but 
the radicalism of the measures accompanying the nationalization of 
the Argentine central bank, more particularly the central bank’s abso- 
lute control over commercial banks, and the ideological justification 
of the new laws would point to the conclusion that the Argentine case 
is sui generis. Only the actual application of the new monetary and 
banking policies will reveal the new pattern of the relationships be- 
tween the Central Bank of Argentine and the State. 

Altogether apart from the underlying political and economic develop- 
ments and ideologies, there are several specific reasons for the changing 
relationships between central banks and the State of the last fifteen 
years or SO. First of all, the “independent” position of the central bank 
vis-d-vis the Treasury has been undermined by the distintegration of 
the international gold standard. This fundamental change is particu- 
larly striking in the case of the Bank of England. Up to 1914, and 
also to a Somewhat smaller extent from 1925 to 1931, the Bank of 
England exercised control over the country’s supply of money by 
application of recognized traditional rules to maintain a gold reserve 
sufficient to meet the statutory reserve requirements and to buy and 
sell gold on demand at a fixed price. So long as Britain was on the 
gold standard, there were few decisions of policy that the Bank of 
England had to make in consultation with the government. With the 
gold standard gone, no simple rules, and test of success in their applica- 


tion, could be laid down. Of necessity, as circumstances changed, 


| guidance had to be sought from the Treasury. In the early stages 
* consultation and cooperation were the outward forms of the relation- 


| ships, but towards the end the bank acknowledged the dominant re- 


sponsibility of the Treasury for the monetary policy. A similar situa- 
tion mutatis mutandis obtained in other countries, with the result that 
the following statement in which the management of the Nederlandsche 
Bank acknowledged the profound change in the bank’s position 
vis-d-vis the Treasury because of the abandonment of the gold standard 


| is also valid for other banks: “We recognized, as we had done im- 


mediately after the abandonment of the gold standard in Septernber 
1936, that from that moment the decision on the lines of conduct 


» tegarding the monetary policy and the responsibility for the valve of 


» the currency lies with the government. 


9922 
The second reason for the changing relations between the central 


De Nederlandsche Bank, Report for the Year 1944-45, p. 15. 
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bank and the Treasury is the growth of the public debt. The cheap 
money policy in the ’thirties gave the Treasury a vested interest in , 
monetary policy that would bring about a decline in the rate oj 
interest; and the war finance exigencies accelerated and amplified these 
trends. At the present time the existence of a debt of unprecedente; 
magnitude in all countries of the world makes it desirable to so manage 
this debt as to prevent a material increase in interest rates. It is thys 
the increase in the public debt, rather than the supposed dominance 
of the Treasury over the central bank, that is the precondition of 
the present-day changes in the principles and technique of central 
banking. 

Another reason for a statutory definition can be found in the frank 
recognition that the central bank should be guided in its relations wit) 
the State “by a realistic appreciation of what is possible rather than by 
an attempt to establish Utopian restrictions, rigid in theory, but weak 
or unenforceable in practice.’”** This argument was applied particu. 
larly to countries lacking a developed monetary and banking system; 
and since these economies are under a regime of extensive State inter. 
vention, it was only logical to extend similar principles to central 
banking, as for example in the monetary legislation passed recently 
in Paraguay, Guatemala, and the Dominican Republic. This doctrine 
is however not new, since it was enunciated in the late ’thirties in the 
British Dominions as a local reaction against ‘the anachronisms and 
anomalies attaching to the Bank of England.’’* At that time, under the 
influence of the British advisors who frequently came from the Bank 
of England itself, the newly established central banks in Canada and 
New Zealand were given charters providing for their private ownership 
and “independence.” But “in neither Canada nor New Zealand did 
private ownership in its original form survive the next election: How 
could it in countries so accustomed to direct State action?’ An 
identical reason was given for the recent change in the status of the 
Argentine central bank.” 

A further reason for a formal expression of the central bank’s pos- 


= Robert Triffin, Monetary and Banking Reform in Paraguay (Washington, Board o 
Governors of the Federal Reserve System, 1946), p. 73. 
* AF. W. Plumptre, Central Banking in the British Dominions (Toronto, 1940), p. 1§ 


* Loc. cit. 

* At the formal ceremony when the State took over the central bank in virtue of the 
decree-law of March 25, 1946, the President of the Argentine Republic stated that “the 
organic charter of the central bank is no longer adaptable to the new features of Argentinas 
economy arising out of the development of industry, nor is it to be expected, that, wi 
these limitations and that of being a mixed capital bank, it should be prepared to evolvt 
the broad monetary and financial policy which must play so important a part in te 
encouragement of economic activity.” 
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tion vis-a-vis the Treasury can also be found in the special situations 
that arose in various countries. The Australian Treasurer, for instance, 
gave the following reason for the formalization of the Commonwealth 
Bank position vis-a-vis the Treasury: “In 1931, in the depths of the 
depression, the Commonwealth Bank and the private banks refused 
to assist the rehabilitation plans of the Comonwealth and State Govern- 
ments, which were designed to relieve acute unemployment and restore 
industry.”*’ This criticism of the attitude of Australian banking during 
the years of the great depression was a very effective argument in 
support of the government view that the Commonwealth Bank should 
serve as an instrument of government financial policy.” 

On the whole, these reasons for the legal definition of the relations 
of the central bank and Treasury were accepted. How remarkable is 
the change that occurred in this respect in England can be illustrated 
by two statements of two successive governors of the Bank of England. 
In 1937, Mr. Montague Norman stated that: “We must look largely 
to the Chancellor of the Exchequer, and we assure him that in all 
matters his requests govern the conduct of our affairs. We would prefer, 
however, that he make his requests as such, rather than in the form of 
legislation. Legislation is too foreign a method.’ In 1946, Lord Catto, 
speaking in the House of Lords, commented on the Bank of England 
bill in terms which show the profound changes in the concepts of 
central banking: “It is perhaps true to say that the powers under this 
bill do littlhe more than give statutory authority for what has long 
existed by custom and tradition. Nevertheless, statutory authority is 
a fundamental change; and that is the responsibility of Government 
and Parliament.’ As a matter of fact, the Treasury’s power to give 
“directions” to the Bank of England has not yet been exercised, “so 
far as is known,’ but “the high degree of voluntary coordination 
already attained has been theoretically fortified by the presence of 
legal sanctions in the background.” 

No less profound has been the evolution in this respect in Holland. 
In 1937 when a Commission on Banking was established to inquire, 


Speech delivered in the House of Representatives on March 9, 1945. 
*The government’s attitude was further strengthened by the criticisms of the Com- 
monwealth Bank credit policy that the Royal Commission on Monetary and Banking 
Systems in Australia made in its report in 1937: “Two of the most important monetary 


measures taken during the depression were expansion of central bank credit by means of 
Treasury Bills in 1931 and 1932, and the movement in the exchange rate in January 1931. 


In each case, in our opinion, the depression would have been lightened, and some of its 
worst effects avoided, if these measures had been taken earlier.” (Report, Paragraph 543). 


” As quoted in the League of Nations’ Money and Banking, 1937-38, Vol. 1, p. 83. 
" Speech delivered in the House of Lords, January 22, 1946. 
Midland Bank Review, February, 1948, p. 2. 
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inter alia, as to whether and to what extent the statutes of the Neder. 
landsche Bank needed to be modified, it was deemed necessary to insert 
in its terms of reference the qualification that any modification should 
be made “without impairing the bank’s independence.” But in 1946 
when .the new statutes authorized the Minister of Finance to give 
binding instructions to the management of the bank in case he should 
consider it necessary, the latter “finally decided to submit to the wishes 
of the government.’”** On the whole, therefore, the central banks ac- 
cepted the formalization of their position vis-a-vis the government. In 
most countries the implementation of the new legal regime was not 
accompanied by any changes in the leading central bank personnel. 
In England, France, Australia, and the Netherlands the governors and 
other high officers continued to serve after the implementation of the 
new statutes, being reappointed whenever this formality was required. 
Only in Argentina has there been a break with the past or with the 
leading central bank personnel. Public opinion likewise has accepted 
the new regimes, and even the conservative parties in opposition to the 
governments that brought about the changes do not seem to contem- 
plate, when they return to power, the canceling of the new statutes 
in toto.** The usual arguments invoked in favor of preserving the 
new legal regimes is that their success or failure depends in any event 
on the selection of the central bank management and that the new 
legislation only gives a statutory recognition to rules already generally 


accepted. 
III. The Impact of Legal Compulsion 


This very argument that the new legislative statutes simply recog- 
nize the factual position of the central bank vés-d-vis the Treasury as 
it has developed in the course of the history of central banking, is 
undoubtedly a very pertinent one. In this respect the evidence emanat- 
ing from the Bank of England is very definite, Mr. Montague Norman 
having spoken in 1936 in words almost identical with those of Lord 
Catto in 1946. “I assure Ministers,” Mr. Montague Norman said, “that 
if they will make known to us through the appropriate channels what 
it is they wish us to do in the furtherance of their policies, they wi! 
at all times find us as willing with good will and loyalty to do what 
they direct as though we were under legal compulsion.”** And ten 


* De Nederlandsche Bank, Report for the Year 1944-45, p. 15. 

* However, in Australia the leader of the opposition, Mr. Menzies, stated that if his 
party were to return to power, it would take prompt steps to restore the political inde- 
pendence of the Commonwealth Bank. 

“One of Mr. Norman’s very rare public utterances made in response to a toast at the 
Lord Mayor's dinner in October, 1936, as reported in The Economist, October 10, 195° 


p. 69. 
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years later Lord Catto, speaking in the House of Lords on the Bank 
of England nationalization bill, was just as emphatic: “The real posi- 
tion has always been that, however much weight may at times have 
been given to the views of the Bank of England on questions on 
which it has great experience, the final decision rests, and always has 
rested, with the government of the day through the Chancellor of the 
Exchequer.””** 

In a sense, therefore, the formalization of the relationships between 
the State and the central bank was a gesture void of much significance, 
and only a mere confirmation of what is implicit in the essentially 
public character of central banking. 

However, this interpretation that the legal compulsion is no more 
than the confirmation of actual practice can only be accepted, I believe, 
subject to a number of qualifications. First of all, there is between a 
legislative text and an unwritten tradition the difference that the former 
is rigid, while the latter is susceptible of gradual but continual adjust- 
ment. To substantiate this point, the best I can do is perhaps to quote 
from the MacMillan Report the very reason why the absence of formal 
regulation was viewed as an advantage to the Bank of England: “A 
central bank which is able to adjust itself to new necessities and 
exigencies without requiring an amendment of its constitution or 
powers on every occasion when innovation is considered desirable 
possesses the inherent advantages which an elastic structure has over a 
rigid one.”** In different words, but with identical emphasis, the 
Belgian government explained in March, 1948 why it preferred a “semi- 
nationalization” of the National Bank of Belgium to its straight sub- 
ordination. The preamble to the bill providing for a number of sub- 
stantial changes in the central bank’s status is a remarkable document 
in the sense that, for the first time in the postwar debates, a government 
lays stress on the elasticity rather than on the rigidity of the institu- 
tional framework of central banking. “It is essential that the National 
Bank remain distinct from the Executive Power if its interventions are 
to be made with the elasticity indispensable for the growth of national 
economy. ... The government should exercise its prerogatives in such 
a way as to safeguard, according to a word by Frére-Orban, the founder 
of the national bank, the latter’s independence and liberty of action 
inasmuch as their sacrifice is not required for considerations of social 
interest.””*? 

Second, legal compulsion can only be justified if it does not imply 


™ Speech delivered in the House of Lords, January 22, 1946. 
“Committee on Finance and Industry (Cmd. 3897), Paragraph 33. 


" Projet de Loi modifiant la loi organique de la Banque Nationale de Belgique (transla- 
lon mine), 
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the actual subordination of the bank to the Treasury. We should, how- 
ever, constantly keep in mind that the emphasis on formal “independ- 
ence” has often been exaggerated in the past. Even a classical English 
book on central banking to which Mr. Montague Norman wrote a 
preface** recognized that the so-called “independence” really meant 
“close and continuous codperation between the bank and the govern. 
ment when important issues are involved,” and “even more than this 
. . in exceptional periods of stress,” such as a national crisis.** Thus 
interpreted, “independence” was tantamount to partnership. As I have 
already pointed out, the legal compulsion provided for by recent legis- 
lation is qualified to the extent that the Treasury may only give direc- 
tions to the central bank “after consultation with the governor.” 
Accordingly, the legal enactment, far from conveying the idea of 
“subordination,” preserves the traditional elements of partnership. 
Interpreted against this background, the changing place of the central 
bank vis-d-vis the State is more understandable than in the terms of a 
fallacious dilemma of “independence” versus “subordination,” in which 
this basic problem of central banking is sometimes couched. Central 
banks have never been “independent” from the government; but only 
in extreme cases are they being “subordinated” to the State. As a matter 
of fact, experience shows that, whatever the statutory provisions, con- 
tinuous cooperation has been established between the central bank and 
the State, and that the intimacy of this cooperation rests not so much 
on the legal status as on the political, economic, and financial conditions 
in the country, on the sense of responsibility displayed by political and 
business leaders and the level of political education of the people. 
An interesting application of the concept of partnership between the 
central bank and the State can be traced in some of the recent South 
American legislations and in the law establishing the Central Bank o! 
the Philippines. The powers and functions of the central bank are 
exercised by a Monetary Board which consists, apart from other mem- 
bers, both of the highest officer of the central bank and of the Minister 
of Finance. In Guatemala and in Paraguay, the president of the 
Monetary Board is ipso facto governor of the central bank; but in the 
Dominican Republic and in the Philippines the president of the Mone- 
tary Board is the Minister of Finance, the governor of the central bank 
being the second highest ranking member. In all these countries the 
Monetary Boards are entrusted with the formulation and coordination 
of policies relating to money, credit, government borrowing, the ex- 
change rate, international currency reserves, and exchange control. 


* Sir Cecil H. Kisch and W. A. Elkin, Central Banks (London, 1932), p. 18. 
Tbid., p. 18. 
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This unification of ultimate responsibility for the country’s monetary 
policy is a potent innovation which it will be of great interest to watch 
S in its day-to-day application. 

| A third qualification should be made, that the formalization of the 
relationships between the central bank and the State should in no way 
imply that the central bank has become a purely governmental institu- 
tion. With a view to preserving an appropriate representation of 
industry, trade, and commercial banking in the central bank, the 
legislative texts usually contain specific provisions as to the repre- 
sentation of industry, commerce, and banking on the central bank’s 
board of directors. 


IV. The Nationalization of Central Banks 


The legal enactment defining the central banks’ position vis-d-vis the 
Treasury is but one aspect of the present-day relationships between 
the central bank and the State. The other aspect, which is even more 
spectacular, is that of the central bank nationalization. 

Fifteen years ago a paper, such as this, on the relations between the 
central bank and the State would have contained a brief discussion of 
such curiosities in the field of central banking as fully State-owned 
central banks. The brief survey would have started with the Swedish 
Riksbank—the Bank of the Swedish State—and would then have 
contained a sentence such as the following: the Bank of Finland 
and the National Bank of Iceland, modeled on the Swedish Riksbank, 
were likewise established as State-owned banks in 1809 and 1885, 
respectively; but the National Bank in Copenhagen, founded as a 
State institution in 1813, was converted into a privately owned bank 
five years later. A reference would then have been made to the State 
» Bank of Russia, established in 1860, and to the National Bank of 
Bulgaria, which was founded, likewise as a State bank, in 1879. On the 
American continent, there was one fully State-owned central bank at 
that time—the Bank of the Oriental Republic of Uruguay (1896). 
| This would have completed our brief survey, except that we would 
have had to mention somewhere, with due stress on the vicissitudes of 
Australian politics, that the Commonwealth Bank of Australia was 
established in 1910 as a State bank. The Chinese and Iranian central 
banks established in the late ’twenties were also State institutions. 

Today the picture is very different. The synopsis on page 578 shows 
| that of 57 central banks of independent countries (i.e., excluding cen- 
| tral banks of dependent territories), 36 are government owned (or 37, 
should we include the National Bank of Austria, the status of which 
; 'S somewhat uncertain), 9 are owned jointly by governments and pri- 
; vate holders, and 12 are owned “privately.” However, of these 12 
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PresENT OWNERSHIP OF CENTRAL BANKS 


State 


Private 


Mixed 


Europe 
Albania 
Bulgaria 
Czechoslovakia 
Denmark 
England 
Finland 
France 
Hungary 
Iceland 
Ireland 
Netherlands 
Poland 
Rumania 
Sweden 
U.S.S.R. 
Yugoslavia 

America 
Argentina 
Bolivia 
Canada 
Costa Rica 


Dominican Republic 


Guatemala 
Haiti 
Nicaragua 
Paraguay 
Uruguay 
Asia 
Afghanistan 
China 
India® 
Iran 
Iraqi 
Philippines 
Siam 
Africa 
Ethiopia 


Oceania 
Australia 
New Zealand 


Austria* 
Belgium? 
Greece 
Italy*® 

Spain 
Switzerland* 


Peru 
Salvador 
United States 


Egypt* 
Union of South Africa 


Norway? 
Portugal> 
Turkey 


Chile» 
Colombia” 
Ecuador? 
Mexico” 


Venezuela 


Pakistani 


* Austria: The bank was “liquidated” in 1938, the shareholders having been given German 
government bonds. Present legal situation is uncertain, since the former shareholders have not 
been reinstated nor has any formal nationalization text been passed. ae : 

b The State holds (as of the latest available date) 17 per cent of the capital in Norway, yt 
per cent in Turkey, 0.3 per cent in Portugal, 17 per cent in Chile, 43 per cent in Colombis, 
and 53 per cent in Mexico. In Ecuador, the State held 36 per cent of the bank’s capital unt 
March 13, 1948, when a new monetary law was promulgated. Under the new regime, the 
government is presumably holding 50 per cent of the shares. In Venesuela the paid-up capital 
is entirely owned by the State; the remaining 50 per cent is to be subscribed by the banks 
and the public. 


° Norway: Nationalization called for in the King’s speech at the opening session of the 
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private’ central banks, the nationalization of those of Norway and 
| Egypt, and the “semi-nationalization” of the National Bank of Belgium 
are presently under consideration, while the Bank of Italy is a “public 
law’ bank, since the private shareholders were dispossessed in 1936 
and the new shares are held solely by banks and financial institutions. 
The National Bank of Switzerland is largely owned by the Swiss can- 
tons and the cantonal banks, which in turn are owned by the cantons. 

By far the largest number of nationalized banks are in Europe; but 
even in the Americas, the majority of the central banks are government 
owned. 

Of the 36 banks listed as government owned, only 10 were such in 

15 in August, 1939,** and 19 in August, 1945.* 

All central banks established in recent years are government owned: 
Costa Rica (1937), Afghanistan (1941), Ireland (1942), Siam (1942), 
Paraguay (1944), Albania (1945), Poland (1945), Guatemala (1946), 
Dominican Republic (1947), and the Philippine Republic (1948). The 
only exceptions are the Central Bank of Venezuela (1939) which 
nominally is a mixed bank, although the capital actually paid up is 
entirely owned by the State, and the Pakistan State Bank (1948) with 
5| per cent of the capital to be subscribed by the government and 
the remainder by the public. The National Bank of Iraq now being 
contemplated will likewise be a State bank. The central banks nation- 
lized since the end of the war are, in the ~hronological order in which 
they were nationalized, those of France, kn,‘and, Argentina, Rumania, 


Namely, the central banks of Bulgaria, Finland, Iceland, Sweden, U.S.S.R., Nicaragua, 
iguay, China, Iran, and Australia. 


‘Between 1931 and 1939 four banks were nationalized (Denmark, New Zealand, Canada, 
nd Bolivia) and one bank was established as a State bank (Costa Rica). 


“Between August, 1939 and August, 1945 four banks were established as State-owned 
\ighanistan, Ireland, Siam, and Paraguay). 


Storting on January 13, 1948. 
t Belg \ccording to a bill submitted by government in Parliament on March 4, 1948, 
s to be “semi-nationalized,” the existing privately held capital being doubled by 
creation of shares to be subscribed by the Belgian State. 
“Italy: The Bank of Italy is a “public law” institution, the capital of which is subscribed 
banks, etc 
Japan: Somewhat less than one-half of the shares belong to the Imperial Household. 
‘ Switzerland: 38 per cent of the shares are owned by the Swiss cantons and 16 per cent 
canton-owned banks. 
India: Nationalization to be effecive on September 30, 1948, date of the currency separa- 
Mf India and Pakistan. 
‘Iraq: The Law of July 20, 1947 providing for the establishment of the National Bank of 
Iraq has, however, not yet been put into force. 
‘Pakistan: 51 percent of the Pakistan State Bank, which began operations on July 1, 1948, 
to be subscribed by the government and the remainder by the public. 
Egypt: Nationalization called for in the King’s speech at the opening session of the Parlia 
n November 12, 1947, 


al 
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Yugoslavia, Hungary, Czechoslovakia, India, and the Netherlands. 7, 
the central bank, the elimination of the stockholder is inconsequensiaj 
Indeed, the stockholder was only a relic of past history. For the country. 
the central bank nationalization has few visible consequences. The mos, 
obvious difference, which results from the assumption of formal owner. 
ship by the State, is that the responsibility of the Treasury for currency 
and credit policy is no longer capable of camouflage behind the facade 
of the central bank.** 
V. Conclusions 


In the shifting relationships between the central banks and the State. 
the transfer of central bank ownership is more a symbol than a change 
of substance. What matters more than the nationalization are the 
general relations between the central bank and the State and their 
respective roles in determining the monetary and credit policies. In 
recent years these relationships have been defined in central bank 
legislation. However, the widely held view that the new laws merely 
formalized the prevailing position of the central bank vis-d-vis the 
Treasury is acceptable only with a number of essential qualifications: 
compared with the unwritten tradition, the legal compulsion is rigid: 
it can be justified only if the consultation between the Treasury and 
the central bank, specifically provided for in most legislations, is not 
a dead letter; and it can be reconciled with the requirements o/ 
rational central banking only if it safeguards an appropriate repre- 
sentation of industry, trade, and commercial banking in the central 
bank. It is neither “independence,” which the central banks never have 
had because of the public character of central banking, nor the “sub- 
ordination” of the bank to the Treasury, which is fallacious, but rather 
the concept of “partnership,” I submit, that offers a way out of this 
historical dilemma of central banking. In this subtle relationship be- 
tween the Treasury and the central bank the latter’s position v/s-d-vis 
the former can be fortified because of the bank’s nationalization; bu 
very much will depend on the particular conditions obtaining in particu- 
lar countries. 

* The London Economist of February 16, 1946 commented in the following terms on ths 
point: “The Chancellor of the Exchequer will no longer be able to hide behind the screer 
of a technically private institution when monetary policy is called in question before 
Parliament—which is perhaps the one indisputable gain that results from the who 
measure.” The nationalized Bank of England has been required to publish annual reports 


but in the view of The Economist the two reports issued thus far have been “disappoint! 
ing’—the Old Lady having been “more Sphinx-like than before” (June 5, 1948). 
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COLLECTIVE BARGAINING, KEYNESIAN MODEL 


By Orme W. PHELPs* 


It is the purpose of this paper to examine the probable impact of 
the Keynesian managed economy upon the institution of collective 
bargaining.’ The inquiry has been occasioned by the widespread ac- 
ceptance in recent years of “full employment” as a major objective of 
governmental action and by the vigorous trade union support of legis- 
lative proposals to this effect in the Congress of the United States. The 
philosophy, the policies, and to a degree, the methodology of the fully 
employed economy have by now been sufficiently outlined to permit 
comparison with existing institutions. If these models have been 
walyzed correctly, they imply modifications in trade union practice 
which are at odds with traditions of union autonomy in both the United 
States and Great Britain. This study is an attempt to determine whether 
a reconciliation is possible, and if not, whether the adjustments in union 
policy and practice which are required by the specifications of the 
planners are marginal or fundamental.’ 


Full Employment 


The rapidity with which full employment has become the standard 
of social well-being is equalled only by the ease with which the tradi- 
tional economic objective of full employment of resources has become, 
in twentieth-century economics, the full employment of populations. 
Postwar American conservatism to the contrary notwithstanding, it 


[he author is professor of industrial relations at Claremont Men’s College. 
In the sense in which it is used here, “collective bargaining” includes not only the 
ns and procedures employed in the formation of a trade agreement, but also the 
substance of the agreement itself. It therefore subsumes the full gamut of trade union 
lic) | tactics which organized labor considers essential to its existence and bargaining 


[he form of the paper, which is influenced by its subject matter, seems to require a 
word of apology. In view of the pronounced differences of opinion as to what goes on 
elore our eyes, the analysis of a hypothetical economic and social system reaches special 
‘vels of intangibility. Where that system is derived by a number of scholars working inde- 
y from premises at least partially opposed to those upon which current economic 

s based, the interpretations may be expected to vary in details and perhaps even 


nes are supported in whole or in part by most of those attempting an interpretation of 
Mr. Keynes as well as those who accept the full-employment objective without admitting 
that doctrinal ancestry. Hence, the formal characteristic for which apology is made—an 
inusual amount of direct quotation. The argument which follows will be presented in 
part in the words of the planners themselves, with especial reliance upon the two who have 
iced up most squarely to the issue of freedom, Miss Wootton and Mr. Beveridge. 
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would be a hardy reactionary indeed who would deny the politica) 
attractiveness in this country (or Great Britain) of rapidly increasing 
state control of economic action to the latter end. 

The recurrence of the full-employment motif in the last stronghold 
of even partially free enterprise seems dictated by at least four sets of 
considerations: (1) the world-wide drive for security and the identif. 
cation of security with the absence of business fluctuations;’ (2) the 
political recognition of the demand for security—as represented by the 
certainty of employment—in this country and Great Britain, where 
bona fide free elections are still good form; (3) the willingness o/ 
popular governments to assume responsibility for programs of {ull 
employment, which may be argued inferentially* or documented by 
reference to the British, Canadian, and Australian white papers on 
employment policy, the Swedish program,’ and the Full Employment 
Bill of 1945;° and finally, (4) the ideological unity on basic issues 
exhibited by economists themselves.’ 

Trade union support of government-guaranteed full employment is 
firmly on the record. At a conference of national organizations, meeting 
in Washington, D.C., September 12, 1945, both the American Federa- 
tion of Labor and the Congress of Industrial Organizations endorsed a 
resolution with the following provisions: 


Legislation which will commit the power of the Federal Government to 
assure sustained full employment is the first step needed. Such legislation 
must contain these vital and indivisible principles: 

1. All Americans willing and able to work have the right to useful, re- 
munerative, suitable, regular, and full-time employment. 

2. It is the responsibility and the duty of the Federal Government to :- 
sure, by whatever means are needed, that sufficient employment opportunities 
exist for all Americans to exercise this right at all times. 


*In the United States, this is illustrated by the opprobrium attached to the so-called 
“hoom and bust” economics of the conservatives.’ 

‘“Waener’s law” to the effect that “economic development tends towards a gradual 
extension of public or municipal cwnership at the expense of private ownership.” Se 
“Wagner, Adolph Heinrich Gotthilf (1835-1917),” Encyclopedia of the Social Sciences, 
Vol. XV, p. 320. 

°“Full Employment: The British, Canadian and Australian White Papers,” Econom« 
Record, Vol. 21 (Dec., 1945), pp. 223-35. See also Alvin H. Hansen, Economic Policy 
and Full Employment (New York, McGraw-Hill, 1947), Part Three, “Government 
Declarations and Programs,” wherein are reviewed the British, Canadian, Australian, 
Swedish, and United States plans for combatting unemployment. 

* Sen. 380, 79th Cong., 1st sess. 

"From Hayek and Viner on the one hand to Beveridge and Hansen on the other, there 
is now general agreement that “full” or “high” employment is a social responsibility ané 
that the way to assure it is through governmental control and expenditure. See Friedrich 
Hayek, The Road to Serfdom (Chicago, Univ. of Chicago Press, 1944), pp. 20-21, 121-22; 
Jacob Viner, “International Finance in the Postwar World,” Jour. Pol. Econ., Vol. L\ 
(Apr., 1947), p. 106; Wm. H. Beveridge, Full Employment in a Free Society (New York 
W. W. Norton & Co., 1945); Hansen, of. cit., and others referred to infra, passim. 
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: It is the responsibility and the duty of the Federal Government .. . to 
foster the highest possible sustained level of employment through private 
enterprise and to provide useful Federal investment and expenditure adequate 

maintain full production and full employment.* 


The conference also endorsed the Murray Full Employment Bill of 
1945, and both the AFL and the CIO subsequently registered vigorous 
opposition to its emasculation.* The principal opposition to a “jobs for 
all” program has come from business and farm organizations in the 
United States, whose spokesmen have not liked either the way that full 
employment was defined or the methods proposed for achieving it.” 

The classic and by now apparently accepted definition is that of 
Beveridge: “Full employment . . . means always having more vacant 
iobs than unemployed men. . . . It means that the jobs are at fair 
wages, of such a kind, and so located that the unemployed men can 
reasonably be expected to take them; it means, by consequence, that 
the normal lag between losing one job and finding another will be very 
short. The proposition . . . means that the labour market should always 
be a seller's market rather than a buyer’s market.” There is equal 
agreement upon the basic means to be employed. Miss Wootton 
phrased it clearly and simply in 1943: “The straight road to full 
employment is a comprehensive and considered plan of public outlay.’’*” 
For the United States, the Full Employment Bill of 1945 included the 
minimum essentials by calling for “such volume of Federal investment 
and expenditure as may be needed, in addition to the investment and 
expenditure by private enterprises, consumers, and State and local 

talics supplied. Additional signers were: Amalgamated Clothing Workers of America, 
Brotherhood of Maintenance of Way Employees, Brotherhood of Railroad Trainmen, 
National Women’s Trade Union League of America, Railway Labor Executives Association, 
United Steelworkers of America, and assorted church, professional, political, racial, humani- 
tarian, and educational groups. Congressional Record, Vol. 91, Pt. 7, pp. 8583-84. 

See the testimony of Nathan E. Cowan, legislative director of the CIO, in Hearings .. . 


n H.R. 2202 (Washington, U.S. Govt. Printing Office, 1945), p. 351, and the opinion of 
the Executive Council of the AFL as reported in Congressional Record, Vol. 91, Pt. 13, 


See, ¢.g., Full Employment Act of 1945, Hearings . . . on S. 380 (Washington, U.S. 


Govt. Printing Office, 1945), “Statement of Albert S. Goss, Master of the National Grange,” 
8 ff., and “Statement of Ira Mosher, President, National Association of Manufac- 
turers,” pp. 460 ff. 

‘Op. cit., p. 18. Practically the same definition with different phrasing is used by John 
H. G Piers son M Full Employment (New Haven, Yale Univ. Press, 1941), p. 36; in The 
Economics of Full Employment, Oxford University, Institute of Statistics (Oxford, Basil 
Blackwell, 1945), p. iii; and by Barbara Wootton, in Freedom Under Planning (Chapel 
Hill, Univ. of North Carolina Press, 1945), p. 80, n. 1. Hansen avoids definition; see his 


Economi. Pe ey and Full Employment, pp. 19, n. 1, and 107. Only the Nuffield College 
Conference has produced a definition in which vacancies are to be fewer than unemployed 
persons; see Employment Policy and Organization of Industry after the War (London: 
Uxtord University Press, 1943), p. 10, n. 1. 

. Barbara Wootton, Full Employment, Fabian Publications Ltd., Research Ser. No. 74 
London, Victor Gollancz, Ltd., 1943), p. 15. 
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governments, to assure continuing full employment.” Professor Vine; 
has extended the idea to its logical conclusion by suggesting an inter. 
national employment stabilization fund along the lines of the Inter. 
national Bank for Reconstruction and Development, but on a scale 
perhaps three or four times as great. (The proposed resources would 
thus be $30 to $40 billion.) Management of the fund would be , 
relatively simple affair, with instructions to lend freely when a depres. 
sion was in the offing and to cease lending and press for repayment 
when employment conditions were good.” 

Two conceptions are indispensable to a program of full employment 
as currently defined: Official responsibility for the maintenance o/ 
employment, and recognition of the ultimate governmental respongi- 
bility for the provision of jobs. The 79th Congress of the United States 
was willing to admit the first, but it balked at assuming the conse. 
quences of the second. It is these consequences with which we are 
concerned. 

If the pattern of employment to be maintained is that described by 
Mr. Beveridge, two opposed courses of action are open to the govern- 
ment: free markets and a large degree of Jaissez faire, or direct action. 
It is the essence of the “Keynesian revolution” that reliance upon the 
self-adjusting mechanism of free markets be discarded in favor of 
planned state intervention to achieve economic goals. This dogma was 
made explicit by Keynes himself in a reference to the most important 
of all markets, the labor market: “There is, therefore, no ground for 
the belief that a flexible wage policy is capable of maintaining a state 
of continuous full employment;—any more than for the belief that an 
open-market monetary policy is capable, unaided, of achieving this 
result. The economic system cannot be made self-adjusting along thes 
lines.** If continuous full employment is the objective and the economic 
system cannot be made self-adjusting to achieve it, it follows that 
either no adjustments will be necessary or else some agency must be 
responsible for those that are. Since the latter conclusion is the only 
one possible, it is worth while to examine the policies and controls 
suggested by Mr. Keynes and his interpreters, with especial reference 
to their effects on the labor market and collective bargaining. As might 
be expected, top priority in this respect goes to the question of wages. 


Wage Policy and Determination 
The wages problem may be divided three ways: the general level 0! 
wages in the long run, the general level of wages in the short run, and 


Loc. cit. 
“ Op. cit., p. 267, italics supplied. 
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inter-wage adjustments in the short run between different trades, 
occupations, and industries. As to the general level of wages, Keynes 
was quite definite in his insistence that stability should be the rule in 
the short run.*® The reasons for the policy are well known: price 
changes will then correspond to diminishing marginal productivity as 
output increases, with the result that social justice will be done those 
factors of production whose remuneration is fixed in terms of money— 
rentiers and persons on fixed salaries—and those whose bargaining 
position is weakest will be protected from the higgling of the market.” 
In this he is supported by practically all students of the subject.’’ For 
the long pull, Keynes states his preference for “allowing wages to rise 
slowly whilst keeping prices stable” on grounds which are principally 
psychological, but include the social advantages of diminishing the debt 
burden and easing the adjustment from decaying to growing indus- 
tries.'* Here again he is seconded by the Ministry of Reconstruction 
and later by Hansen, both of whom propose that increases in the general 
wage level should be related to increased productivity.** What this 
adds up to, of course, is a national wage policy with strict controls over 
the general level of money wages. The implications of such a policy 
for collective bargaining will be dealt with below. 

There remains the question of inter-wage adjustments in the short 
run, a peculiarly thorny problem and one lightly passed over by most 
advocates of the fully employed economy. However, the policy question 
has been met head on by Miss Wootton and touched upon by Mrs. 
Robinson, Mr. Beveridge, and Mr. Hansen. As a vigorous proponent 
of state planning, Miss Wootton grasps the nettle most firmly and 
calls for “a plan for wages,” which means, in effect, “conscious regula- 
tion of relative wage rates.”*® The policy to be followed is uncompli- 
cated; let wage and salary scales (as in Russia) be framed to pay more 
for skills which are scarce and less for those in abundance. The task 


“The money-wage level as a whole should be maintained as stable as possible, at least 
in the short period.” J. M. Keynes, The General Theory of Employment Interest and 
Money (New York, Harcourt, Brace, 1936), p. 270. 

Ibid., pp. 267-68. 

See particularly Joan Robinson, The Problem of Full Employment (London, Workers 
Educational Assoc. and Workers Educational Trade Union Committee, 1943), pp. 12 and 
30; Polanyi, Full Employment and Free Trade (Cambridge, Cambridge Univ. Press, 1945), 
p. 88; Oxford University, Institute of Statistics, op. cit., p. 69; Great Britain, Ministry of 
Reconstruction, White Paper on Employment Policy (Cmd. 6527. New York, Macmillan, 
1945, put lished by permission of the Controller of H. M. Stat. Office), p. 18; Pierson, 
Op. cit., pp. 223-24; Wootton, Freedom Under Planning, pp. 108 ff.; and Hansen, op. cit., 
p. 13, 

"Op. cit, p. 271. 
" White Paper, pp. 18-19; Hansen, op. cit., pp. 244-47. 
” Freedom Under Planning, pp. 102 and 104. 
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of the planners is simply to figure out the rates of pay and other 
conditions of employment required to attract the number of com. 
petent people called for by the job to be done. This use of wage adjust- 
ments is also supported by Mrs. Robinson and Mr. Beveridge, although 
the latter decides against it as the principal method of encouraging 
mobility, because of the effect upon the living standards of those 
remaining in declining industries.** 

Hansen’s proposals are quite different and make no pretense of 
attempting to move people from one industry to another by means of 
differential rates. All wages should be tied to average over-all gains in 
productivity and individual industries without gains in productivity 
should nevertheless “be compelled” to pay higher wages in order to 
avoid distortion of the wage structure. Progressive industries, with 
rising man-hour productivity above the national average, will increase 
wages slightly more than their less productive competitors and pass on 
the balance of their gains in lower prices. They will thus enjoy a 
competitive advantage over their less efficient rivals whose prices will 
have to be raised to meet their increased costs.” 

It is the question of method in short-term inter-wage adjustment 
that brings matters to a focus. There is practical unanimity of con- 
clusion on the part of all writers that the central problem of wages 
under planning is the improved bargaining position of organized labor 
and the possible exploitation of this advantage. In one of the earlier 
full-length studies of the problem, Pierson observed that “the basic fact 
about full employment . . . is that the removal of the threat of involun- 
tary idleness would give labor a stronger bargaining position.’’*’ The 
inflationary consequences, under present methods of wage adjustment, 
were noted by Mrs. Robinson two years later and summed up con- 
clusively by Beveridge in 1945 as follows: “The fact remains that 
there is no inherent mechanism in our present system, which can 
with certainty prevent competitive sectional bargaining for wages from 
setting up a vicious spiral of rising prices under full employment.” 

Two principal remedies are proposed. The first is the co-ordination 
of individual (or sectional) wage policies, presumably through central 
labor organizations, to ensure that the demands of individual unions 
will be judged with reference to the economic situation as a whole.” 


** Robinson, op. cit., p. 16; Beveridge, op. cit., p. 98. 

2 Op. cit., pp. 244-45. 

* Op. cit., p. 11. 

* Robinson, op. cit., p. 30; Beveridge, op. cit., p. 199. See also Hansen, op. cit., pp. 15’, 
240, 246; the Oxford Institute of Statistics, Polanyi, Wootton, and the Ministry. of Recon- 
struction, loc. cit., supra, footnote 17, this paper. 

** Oxford Institute of Statistics, op. cit., p. 69; Beveridge, op. cit., p. 200. 
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That such a procedure will involve a revolutionary change in current 
trade union attitudes and a significant reversal of function for central 
labor organizations is underscored by Miss Wootton* and has been 
spelled out by Professor Slichter. In discussing the responsibility of 
organized labor for employment, Slichter explains that neither in 
Great Britain nor the United States is the labor movement prepared 
to act in the collective interests of its members, especially if this 
requires arbitaration of conflicting claims. The American Federation 
of Labor was founded, not to dominate its member unions, but to help 
them preserve their independence. Neither the AFL nor the CIO 
would think of opposing or criticizing the wage policy of a national 
union, no matter how that policy might affect the rest of labor. He 
also observes that there is no immediate prospect of a shift in the 
centers of authority within the labor movement since the men who 
make up the executive councils of the major federations here and in 
England are the heads of powerful national unions who are interested, 
above everything else, in the problems of their own unions.” 

On the chance that unions will not convert readily to such a public- 
spirited pattern, the second remedy is advanced: arbitration. This is 
not, in Mr. Beveridge’s eyes, the compulsory arbitration of wartime, 
but merely the understanding that trade agreements in each industry 
should include a clause for arbitration by an agreed umpire, in default 
of agreement between the parties. “The employers’ association and 
the union would thus be pledged in advance to accept the arbitration 
and to give no support of any kind to lock-outs or strikes in defiance 
of arbitration.”** The line between this and compulsory arbitration 
seems rather fine and it is not made any clearer by the comment: 
“Strikes and lock-outs, though they cannot in a free society be for- 
bidden by law, are anachronisms as indefensible as ordeal by battle. 
They should give place to reason.”*® Miss Wootton makes a construc- 
tive argument for compulsory arbitration (which she properly entitles 
“wage regulation by public authorities”) by drawing attention to the 
fact that it leaves the trade union in its customary position of advocate 
and injects some elements of sense into the position of the arbitrator, 
since he will presumably have a national wage policy to guide him.*° 

*“Trade unions . . . exist, as we have said, to get all they can for their members. They 
would be turned upside down and inside out, if they renounced this function in favor of 
the task of helping to regulate wages . . . in such a way as to match labor supply with 
.. public plans.” Freedom Under Planning, p. 113. 

“Sumner H. Slichter, “The Responsibility of Organized Labor for Employment,” Am. 
Econ, Rev., Vol. XXXV (May, 1945), pp. 206-7. 

“ Op. cit., p. 200. 

* Op. cit., p. 201. 


” Freedom Under Planning, p. 114. 
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There are other possible methods of wage-setting—statutory deter. 
mination and industrial conscription, the latter of which would amount 
to administrative determination by fiat—but they are only briefly noted 
even by the most enthusiastic. 


The Mobility of Labor 


Although wages are the most important, they are not the only factor 
in the labor market and trade unions have traditionally been interested 
in job control and conditions of work. Students of full employment, on 
the other hand, have concerned themselves principally—after wages— 
with geographical and occupational mobility. According to Beveridge, 
one of the three primary conditions of success in the attack upon un- 
employment is the organized mobility of labor. There is obvious con- 
flict between the standard methods of union job control and both occu- 
pational and geographical mobility.** Trade union devices to this end 
include restrictions upon entrance to the trades by means of appren- 
ticeship regulations, control of hiring through the closed shop in its 
various forms, and control of work assignments, layoffs and rehiring 
through seniority rules.** The incompatibility of such practices with 
the maintenance of stable full employment has been recognized by 
most writers on the subject who have projected their studies beyond 
the stage of basic policy. 

Thus, the British government in its White Paper admonished work- 
ers “to examine their trade practices and customs to ensure that they 
do not constitute a serious impediment to an expansionist economy 
and so defeat the object of a full employment programme.”** Having 
made the controlled mobility of labor a major precondition of his plan, 
Mr. Beveridge is severe in his criticism of possible obstructions. Flu- 
idity of labor, says he, depends not only on organization of the market 
but also upon the removal of obstacles, one of which is restrictions on 
entry to particular trades. Citing the wartime surrender by unions o! 
many rules and customs covering work methods, jurisdiction, job classi- 
fication, and admission to trades, he concludes that: “It is of little use 
for the State to set up... a demand . . . if demand runs up against a wall 


“ Emphasis upon this point is found in Robinson, op. cit., p. 15; Wootton, Freedom, pp. 
92-93, 94-95, and Full Employment, pp. 23, 24; Oxford Inst. of Statistics, op. cit., p. 74; 
and in the British White Paper, pp. 14-15. It is also stressed in the Nuffield Conference 
Report and the Lever Brothers pamphlet, The Problem of Unemployment (London, Geo. & 
Harrap & Co., Ltd., 1943), p. 31. 

* See Slichter, Union Policies and Industrial Management (Washington, The Brookins 
Institution, 1941, Chaps. I-V. 

* British White Paper, p. 19. 
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of restrictive rules and customs.’’** However, not all rules are to be 
summarily abandoned; only those of “a purely negative character,” 
among which are listed “demarcation rules” and “restrictions on entry 
into trades and professions.” Where the rules have served in the past 
to maintain or promote standards of skill, professional ability, in- 
tegrity, efficiency and quality, they should be permitted to stand. 

Even with the limitation just stated, the removal of obstacles of this 
type is a large order, involving the elimination of trade customs, con- 
tract provisions, and inter-union understandings which have accumu- 
lated over generations. Along with others, Beveridge and the Oxford 
group expect the new conditions of guaranteed full employment to 
smooth the way.** Nevertheless, there seem to be grounds for appre- 
hension. The fear of the limited market has unquestionably been a 
major factor in the development of trade restrictions, but it is not the 
only cause. It has been strongly supplemented by a desire for the 
maintenance of relative (inter-job) advantages*® and, unless the prin- 
ciple of wage and job equality is to be pushed much farther than has 
been proposed seriously up to now, there will still be plenty of room 
for the protection of the more desirable trades and professions from 
an influx of ambitious competitors. As a matter of experience, the 
more highly skilled workmen—the building trades possibly excepted— 
and hence those most carefully surrounded by protective rules and 
customs, have always enjoyed more stable employment than their 
semi-skilled and unskilled assistants, and the protective practices of 
the professions in public and institutional employment (the most 
stable of all) are too well known for comment. 

The preceding argument, however, raises a still more fundamental 
question. Job controls by unions are basically an outgrowth of the 
struggle for job security in an unstable employment situation. The 
guarantee of full employment by the state will remove one of the major 
functions of trade unionism by transferring this obligation to the 
government. What Beveridge and the others are really pointing out is 
that transfer of the basic responsibility (job security) will inevitably 
cancel union authority over the subsidiary regulations (job controls), 
which originally stemmed from union assumption of the primary obli- 
gation. Union support of full employment indicates a willingness to 
relinquish responsibility for job security. Will it seem as easy and 


Op. cit., pp. 173-74. 

Beveridge, op. cit., p. 174; Oxford, op. cit., p. 74. See also Wootton, infra, p. 590, and 
Hansen, “Social Planning for Tomorrow,” The United States after War (Ithaca, Cornell 
Univ. Press, 1945), p. 31. 

‘This was recognized in the White Paper, where it was noted on p. 14, that: “In some 
ases the difficulty [of restrictive rules] has been increased by competition between Unions.” 
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natural to relinquish the work rules built up through generations of 
struggle and negotiation, especially when, in many cases, they carry 
special advantages unrelated to productivity or function? For instance. 
will the Brotherhood of Railroad Trainmen welcome a re-examination 
of its highly advantageous and restrictive work rules in the interests oj 
geographical and occupational mobility which in turn are undeniably 
in the interest of full employment? The BRT was a co-signer of the 
Washington resolution of September 12, 1945, endorsing a full employ- 
ment program to be underwritten by the federal government. 

A guarantee of full employment will solve part of the problem 
of displacement resulting from technological change, but not all of it, 
Workmen will still presumably prefer the occupations for which they 
are trained and to which they are accustomed; and they will cer- 
tainly prefer to maintain their accustomed level of earnings and job 
prestige. Consider, for example, union policy with respect to the con- 
trol of output and resistance to new work methods.*’ Apparently it 
may be assumed that the more flagrant examples of ‘“‘featherbedding” 
through make-work policies and the provision of stand-bys, as well 
as by unreasonably low limitations upon daily or weekly output, would 
be included in Beveridge’s “purely negative” rules. Will the unions 
involved accept the classification? Perhaps the problem is no more 
difficult than Miss Wootton implies in her prescription for adaptability 
and mobility. “The first step is to make the fact [of vacancies and 
excess | effectively known; the next to adjust the pay and the conditions 
of employment. (It is remarkable how much the Russians relied upon 
this method for the execution of their plans.) The final step is to pro- 
vide adequate opportunities for training, and help with the expenses 
of removal.”** However, it might still be necessary to convince the 
unions that this was a proper matter for public controls rather than 
for settlement as in the past through collective bargaining. 


The Problem of Compulsion 


The basic dilemma of achieving the managed economy for purposes 
of full employment without violating the institutional independence 
which trade unions have come to associate with constitutional freedom 
is pointed up by a well-known passage from the General Theory: 


When we enter on a period of weakening effective demand, a sudden large 
reduction of money-wages to a level so low that no one believes in its indet- 
nite continuance would be the event most favourable to a strengthening 0! 


* Slichter, op. cit., Chap. VI, “Make-Work Rules and Policies,” and Chaps. VII, Vil! 
and IX, on “Technological Change.” 


* Full Employment, p. 24. 
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effective demand. But this could only be accomplished by administrative de- 
cree and is scarcely praciical politics under a system of free wage-bargaining. 
On the other hand, it would be much better that wages should be rigidly fixed 
and deemed incapable of material changes, than that depressions should be 
accompanied by a gradual downward tendency of money-wages. .. . The same 
observations apply mutatis mutandis to the case of a boom. 

It follows that with the actual practices and institutions of the contem- 
porary world it is more expedient to aim at a rigid money-wage policy than 
at a flexible policy responding by easy stages to changes in the amount of 
unemployment.*” 


The horns of the dilemma, of course, are “a rigid money-wage policy” 
versus a “system of free wage-bargaining,”’ the two being practically 
contradictions in terms. No one doubts the practical politics of a 
rigid money-wage policy during a period of weakening effective de- 
mand; it has been demonstrated too often and is supported by every 
form of trade union pressure that can be brought into play. But it 
may be doubted that Mr. Keynes, with all his preference for the 
politically expedient form of illustration, adhered to the view that 
it is a poor rule which works both ways. In fact, he clearly said: “The 
same observations apply [with the proper changes] to the case of a 
boom.”’ Apparently, in the passage just cited, “rigid” means “fixed,” 
“frozen,” on the upside as well as the downside. Reversing the illustra- 
tion, it may or may not be more expedient to aim at a fixed, rather 
than a flexible, wage policy during a boom, but is it more consistent 
with a system of free wage-bargaining according to the practices and 
institutions of the contemporary world? The writer knows of no union 
spokesman who is on record to that effect; and will venture to guess 
that if any such does go on record, he will soon cease to be a union 
spokesman. 

We come, then, to the question of compulsion. Even so cautious a 
writer as Mr. Pierson, who has couched most of his illustrations of 
restrictive action in terms of managerial opposition,*® is willing to 
prophesy that the demand that trade unions be made “responsible,” 
with the right to strike qualified or denied, would be heard very fre- 
quently if conditions in the labor market were inherently favorable 
to labor, and he asks if it is not fair enough to require unions to be 
responsible to majority opinion through the determination of pay scales 
by public representatives.*t Like Mr. Keynes, however, most writers 
have been content to let the problem rest lightly on the horns of the 
dilemma and to rely on the workers’ “sense of responsibility” (Polanyi), 
Pp. 265-66. 


See op. cit., pp. 158-59. 
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or a general agreement of dedication to the service of the public 
(Nuffield Conference), or satisfaction of the workers’ sense of justice 
(Robinson). 

Not so Miss Wootton. As one of the most fearless proponents oj 
planning for full employment, and, next to Mr. Beveridge, the most 
detailed model-builder, she has gone farthest in anticipating the alter. 
natives to voluntary cooperation. Starting with mobility, Miss Wootton 
sets the tone by generalizing that “free choice of employment is . . . 
dependent upon the game being played according to the rules. . 
An inert and sluggish public might have to be kicked around.” On the 
subject of wage determination she has much to say, starting with the 
observation that all the familiar methods of adjusting wages are in- 
appropriate to the demands of economic planning. Freedom to bargain 
collectively would be retained only on condition that it was exercised 
“with exceptional discretion,” and the meaning of discretion is made 
quite clear: “The discussion must be conducted on terms which 
guarantee that the employing side is bound in the last resort to win 
every time.”*” 

Faced with a choice between compulsory industrial direction and 
compulsory arbitration, Miss Wootton picks the latter and comes up 
against the question of sanctions. Rejecting, as an unthinkably severe 
reduction of traditional liberties, proposals that employers and work- 
ers who violate wage awards be liable to penalties equivalent to those 
now imposed on employers for violation of minimum wage laws, she 
turns to the “apparently less drastic method” of prohibiting strikes and 
lockouts by law. Unfortunately, she concludes that to the whole trade 
union movement this would be extreme tyranny, a view probably 
shared by trade union officials. The short union answer to the question 
of the right to strike has been re-stated recently by the British General 
Federation of Trade Unions in categorical form as one which “must 
never be lost, or even weakened, by either circumstances or subter- 
fuge.’’** In the United States, where the strike weapon has been em- 
ployed with perhaps even greater vigor, versatility, and freedom, the 
convictions of union leaders would certainly be no less emphatic. 

Although blunter than most, Miss Wootton is not the only writer 
who has marked the seriousness of the dilemma which she describes. 
The alternatives have been presented in equally depressing fashion 
by Mrs. Robinson: “The only example known to history of full em- 
ployment under partially planned capitalism (except in wartime) is 
the Nazi regime. The Nazis succeeded in overcoming the problems 


* Freedom Under Planning, pp. 92-3, 113, 104, 116. 
* Quarterly Report, 30th September, 1944, p. 9. 
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created by full employment because they had first broken the labour 
movement.’’** 

On the other hand, at least one influential economist thinks that the 
contingency will not arise. The most detailed argument for reliance 
upon the “voluntary” cooperation of organized labor is presented by 
Hansen: 

Under a policy of full employment there is reason to believe that labor’s 
sense of responsibility will increase. . . . Under full employment, arbitrary 
advances in wages, out of line with productivity and a balanced wage struc- 
ture, will clearly be at the expense of consumers—in other words at the 
expense of labor as a whole. . . . With the over-all facts available, the labor 
movement as a whole may be counted upon to resist such distortion. . . 
During the war, in all the democracies, labor has demonstrated a sense of 
social responsibility. When society as a whole, through the government, under- 
takes responsibility for full employment and social welfare, labor may be ex- 
pected, on past experience, to respond by living up to its social responsibili- 


ties. 


Three points seem to call for comment. The first is the evidential 
basis of experience during the past war. The extrapolation of wartime 
reactions into peacetime performance seems somewhat dubious. In 
this instance, it is particularly weak since the union response at the 
time and since has been consistently one of extreme dissatisfaction. 
At a minimum, this logic involves one of two alternatives: either a 
remarkable reversal of union attitudes to the point where controls 
barely acceptable in wartime become admissible in a peaceful economy, 
or a re-creation of wartime tensions such as patriotism to the point 
where the controls will be accepted as a lesser evil than inflation. At 
first glance, the latter seems a rather short-run proposition. 

The second point to be questioned is the reliance upon “the labor 
movement as a whole” to resist distortion of the wage structure. If 
the first point called for a change in attitudes, the second point de- 
mands a change in organization of equally formidable proportions, 
which has been emphasized sufficiently above** and will be re-examined 
in the following paragraphs. The protection of union autonomy through 
federations created for that purpose in the United States and Great 
Britain is a process perfected through generations. Will the reform 
come from within? And if not, from the outside without compulsion? 

The third and most important point concerns the methodology of 
regulation and the lack of consideration given to the possibility of 


" Op. cit., pp. 30-31. 
OD. cit., p. 246. 
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non-compliance. As to procedure, Hansen apparently relies upon col. 
lective bargaining, but it is collective bargaining with a big proviso, 
the so-called “over-all view.” To begin with, it is apparently industry. 
wide in character; there is no mention of bargaining with individual 
firms or plants. Nor are negotiations to be confined to conditions jn 
the industry alone. Specifically, “the facts laid on the collective. 
bargaining table, industry by industry, must include the over-all pic. 
ture of the economy as a whole, in addition to the facts relating to the 
industry in question. . . . The public interest must be recognized,” 
As it happens, in the United States at least, very few industries are 
organized at present to bargain as units, on either the employer or 
employee side, and structural revision to this end will have to overcome 
opposition by competing union and employer groups in many cases, 
Granting its accomplishment, however, the major problem of incorpo- 
rating the public interest into the agreements is still unresolved. Who 
passes on the validity of collective agreements—their compatibility 
with national wage policy? No public representative is called for in the 
blueprint. Can it be that this is the situation where “adequate provision 
for a permanent system of federal mediation and arbitration of wage 
disputes is imperative’’?*’ In Hansen’s proposals, the arbitration clause 
is isolated and limited to these precise words. 

In the machinery of regulation, the establishment of standards and 
enforcement are closely related. Unless the reference to arbitration 
is a clue, Hansen has nothing to say about problems of non-compliance. 
Yet the possibility certainly exists. Suppose that labor’s “sense of re- 
sponsibility” is imperfect or lacking, at least in terms of the standards 
set by the responsible authority. This might result from either disagree- 
ment or misunderstanding. Standards of what are “fair” or “right” 
or “equitable” in wage determination have never been very precise 
and it is doubtful that the voluminous accumulations of statistics made 
a prerequisite by Hansen will illuminate the picture so sharply as to 
dispel all confusion. (This doubt is not weakened by Hansen’s choice 
of criterion: gains in man-hour productivity.) On the other hand, 
“labor” is not an entity, as the word seems to imply to casual students 
of industrial relations. In the organized area, to which we are confining 
ourselves, it consists of large numbers of associations which vary 
greatly in size, power, jurisdictional basis, maturity, objectives, policies. 
and tactics. In certain respects and for certain purposes, unions run 
together, but in other and equally vital respects they are highly com- 
petitive and even antagonistic. In few areas is rivalry more bitter or 
determined than in matters of wages. It is not just improbable, it is 
inconceivable that any national pattern of wages based on measures 


" Op. cit., pp. 240, 245-46. 
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of industrial productivity will be acceptable clear across the board. 
Whether or not wage bargaining becomes a series of negotiations to a 
predetermined figure established by a statistical authority, there is sure 
to be disagreement based on competing assumptions, judgments, and 
calculations. There are many industries and many unions. Even if the 
area of disagreement with official standards is small-—-which seems un- 
likely—there is certain to be a sizable group in defiance of the limita- 
tions imposed by the public interest as interpreted. Will “a positive 
program, policies openly arrived at . . . protection from exploitation . . . 
[and] active participation’’** overcome their restlessness? 


Conclusion 


Probably no one expects the managed economy of the United States 
or Great Britain to follow the exact lines of either the German or Rus- 
sian dictatorship. The Anglo-American background of individual and 
group independence, the still active—though weakened—belief in the 
efficiency of competition, and the long-standing preference for the per- 
suasion or the bargain rather than other forms of compulsion, indicate 
both a more gradual transition and a more moderate end result. Never- 
theless, the steady conversion of professional thinking and popular 
sentiment to the Keynesian premise leaves small doubt of the direction 
of the trend. Given the premise, the logic is inexorable. This paper 
is an attempt to examine the implications of the trend for one of the 
more important institutions of the contemporary free society. What, 
then, are the implications of the planned economy for collective bar- 
gaining? 

If the preceding analysis is representative and accurate, nothing 
appears more certain than that collective bargaining in the managed 
society of the future will have few points of resemblance to that ac- 
tivity as we know it today. If any idea is axiomatic in the Keynesian 
program, it is a national wage policy, to which individual wage bar- 
gains will be oriented. This is thoroughly reasonable, since a program 
of public support of the general labor market without an accompanying 
wage policy is difficult to visualize. The preference of Keynes himself 
for rigidly fixed money-wage rates in the short run and gradually 
rising rates in the long run (at a rate of increase which would probably 
be hardly perceptible within the year) can mean but one of two things 
—either a general wage freeze with microscopic increases distributed 
generally over the entire range as they become feasible (a la Hansen), 
or that short-run increases in one sector are compensated for by reduc- 
tions in rates elsewhere. 

Opinions differ as to the accompanying economic environment which 


* Hansen, of. cit., p. 246. 
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would be necessitated by such a policy. Beveridge considers price cop. 
trol “an integral part of a full employment policy” in order to main. 
tain real wages, at least in terms of necessaries. On the other hand. 
Polanyi and the Oxford group expect a relatively uncontrolled price 
rise with a consequent fall in real wage rates, to be corrected by 
redistributive taxation and subsidies.°° The choice of routes is not 
important (for this discussion); the point that is significant is that 
either method implies great confidence in the discretion and efficiency 
of the government. But these are large questions, raising many con- 
troversial issues and will require an infiite number and variety of 
administrative decisions. There will be room for much honest disagree- 
ment of the strongest sort over policy, method, and execution. 

It may therefore be asked: What will be the allowable scope of pro- 
test against a national wage policy integrated with a general policy 
of either price control or taxation and subsidy? Will an aggrieved 
union still have the right to strike? On the subject of bargaining for 
wages, Wootton, Beveridge, and Pierson say “No” and substitute 
compulsory arbitration supported by sanctions which they are unwill- 
ing to outline and endorse. Although other writers have relied upon 
some form of voluntarism, probably none of them will deny the in- 
compatibility of an integrated national wage plan with the present un- 
restricted right of individual unions to strike for higher pay. But strikes 
serve other purposes than wage bargaining alone. They are used to 
adjust grievances, extend organization, and oppose speedups or other 
undesirable conditions of work. Yet strikes for such purposes are 
equally upsetting and productive of unemployment as strikes over 
wages, though with less inflationary implications. Are they therefore 
permissible?** Or do these problems disappear automatically with the 
arrival of public management? Or will the problems remain, but the 
methods of disposal be altered? In the latter case, what will the new 
model unions resemble: employee representation plans? unions of 
public employes? Whatever the reply, many interesting questions are 
raised. 

If a fixed general level of wages, compulsory arbitration of inter- 
job wage adjustments, and removal of job control and conditions o! 
work from union jurisdiction, are compatible with the tradition oi 
union independence developed in this country and England during 
the past century, then the history of the labor movement is mis- 
leading. It is not surprising that most of the scholars who have ex- 
amined the implications of a governmental policy of assuring “cot- 


” Op. cit., p. 202. 

” Polanyi, op. cit., pp. 88-89; Oxford, op. cit., p. 69. 

“If so, there will arise grave problems of definition, as any member of the Nationa! 
War Labor Board during World War II will be able to testify. 
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tinuing full employment” have concluded that its accomplishment 
will require important modifications in the functioning of a free-enter- 
prise economy. It is doubtful that the modifications will be more 


S drastic anywhere than in their effects upon organized labor. 


The larger national unions and the central labor organizations in the 
United States and Great Britain are well advised, technically and pro- 
fessionally. They must have surveyed the prospects of unions retaining 
their present power and prestige in a society in which the dominant 
economic influence is not the market but a ubiquitous central govern- 
ment with an influence upon affairs more profound than anything yet 
experienced in this country except in time of war. The fact remains 
that trade union leaders are on record as favoring a full employment 
program, the policy essentials of which are easily identifiable with 
the theories of Mr. Keynes. Several explanations are possible. 

One explanation is disagreement with the analysis offered here. Such 
disagreement might arise either from rejection of the models cited or 
disbelie'—along with an apparent majority of the model-builders them- 
selves—that society will take positive steps to hamper the right to 
strike, to bargain collectively, or to maintain existing trade practices 
inimical to a more highly integrated social system. Another explana- 
tion might be a belief in gradualness—an expectation of change but 
at such a slow rate as to be painless over a period during which the 


| politico-economic environment would become so modified as to render 


comparisons with the present invalid.** A third explanation would be 
confidence on the part of present trade union leaders that their organi- 
zations would retain (or increase) their political and economic power 


‘with more centralized direction of national affairs. In both Great 


Britain and America this last conclusion involves merely extrapola- 
tion of a ten- to fifteen-year trend—and extrapolation is the common- 
est and most natural base for prediction. Finally, to indicate the 


; Variety of conclusion permissible, there is the immolatory alterna- 


tive. In view of the evidence offered above, continued trade union 


| support of full-employment proposals may be interpreted as a striking 


example of readiness for self-sacrifice by a set of institutions in favor 
of the collective interests of their members. 
One thing may be regarded as certain. As one of the parties most 


jinterested, with most at stake, and with the most readily mobilized 


political power, continued trade union support will greatly reinforce 


) ‘he probability of rapidly increasing state intervention for the purpose 
maximizing employment. 


“pon such a thesis, there are important short-run advantages in union support of a 
ment program. It constitutes, in effect, a demand that the bargaining environ- 
t at all times favorable to organized labor. 
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INFLATION AND DEFLATION IN ITALY 


By Avpert O. HirscHMAN* 


Unlike most of the belligerent or occupied nations, Italy experienced 
during the war a greater increase in the price level than in the supply 
of money. A violent inflationary process developed during the last two 
years of the war when the fighting split the country and completely 
disrupted its economy and administration while the two opposing 
armies financed themselves by issuing vast amounts of currency. At 
the end of 1945, prices had risen to more than 30 times the prewar 
level, and the money supply (currency and deposits) to approximately 
10 times. Taken in isolation, these figures suggest the actual begin- 
ning of a flight from the currency rather than the insidious dangers 
of a monetary ‘“‘overhang.” 

This inference must, however, be qualified in several respects. In 
the first place, because of the fall of real national income by an 
estimated 40 to 50 per cent from the 1938 level,’ the total supply of 
goods and services at current prices had actually increased by onl) 
little more than the money supply. Secondly, currency in circulation’ 
had increased far more rapidly than deposits, or to about 19 times the 
prewar level by December, 1945. Therefore, with money being no doubt 
turned over at an accelerating pace in the commercial centers, the 
widely observed hoarding of large quantities of bank notes, particu- 
larly on the farms, may readily be accounted for. 

During the first post-liberation year, a majority of Italians con 
tinued to be unwilling (or unable) to hedge against ultimate destru- 
tion of the lira’s value. Critical food shortages were eased by sub- 
stantial relief shipments and the restoration of contact between Norti 
and South. Thus, prices levelled off even though only one-fourth 0! 
total expenditures which were swollen by heavy reconstruction out: 
lays was covered by tax revenue. The deficit was financed by the 

* The author is an economist with the Board of Governors of the Federal Reservt 
System. The views expressed in this article are not necessarily those of the Board. The 
author is greatly indebted to Dr. Paolo Baffi of the Bank of Italy for valuable suggestios 
and help in securing information. 

*Coppola d’Anna, “II reddito nazionale Italiano nel 1945,” Congiuntura Economits, 
November, 1946, pp. 4-8. 

* Including bankers’ checks which became an important subsidiary means of paymet! 
toward the end of the war. 
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proceeds of a successful post-liberation loan and by borrowing from 
the commercial banks, which had at their disposal considerable re- 
serves as a consequence of the continuing stagnation in business ac- 
tivity. 

This deceptive interruption of the inflationary process was largely 


i responsible for the shelving of currency reform plans. Those who 


argued that increased production would provide continued stability or 
even bring prices down, failed to see that revival of business activity 
was almost certain to consist at first of long-delayed repairs of in- 
dustrial plant and of restocking. Furthermore, such goods as did come 
on to the market, far from provoking price declines, brought back 
into active circulation previously hoarded cash. Thus began, in the 
second half of 1946, an upward movement which quickly became 
cumulative in the absence of effective price and distribution controls 
and as a result of labor contracts stipulating automatic adjusiments 
of wages to the rising cost of living. Exchange rate arrangements which 
permitted the external value of the lira to fall as internal prices rose 
added the stimulus of foreign demand to the powerful domestic in- 
flationary forces. 

With wages, commodity prices, and stock market quotations re- 
suming a rapid rise in 1946-47, Italy became the typical postwar 
example of “open,” as opposed to “repressed,” inflation.’ Economic 
observers invariably related the crying contrast between the general 
misery and the free availability of luxuries for the few rich and de- 


S plored the resulting misuse of resources and social injustices; but 


they also noticed the profusion of new initiatives and the vigorous 
exertion of individual effort characteristic of an economic environment 


= in which rewards for success are high and penalties for anything but 


success are severe. 

With a poor harvest in prospect and further American aid in doubt, 
the pace of the inflation reached a critical speed in the spring of 1947. 
In May, the dollar was quoted between 900 and 1,000 lire in the free 
and black markets as against a 1946 average of 450 lire; stock market 
prices had doubled within three months. A runaway performance of 


Byet another European currency seemed imminent. This danger was 
paverted by the appointment of a new Cabinet which for the first 


time excluded the communists and included Luigi Einaudi, previously 


This dichotomy was suggested by Roépke in a report on German and Italian economic 
conditions in the Neue Ziircher Zeitung (October 26 and 27, 1946). It was later elaborated 
by him in two articles (cf. Kyklos, Vol. I [1947], pp. 57-71 and 242-53), and has since 
been widely used in the analysis of postwar monetary conditions (see, e.g., Committee of 
European Economic Cooperation, General Report (Washington, 1947], Vol. I, p. 26, and 


UN. Economic Commission for Europe, A Survey of the Economic Situation and Pros- 


‘cts of Europe (Washington, 1948], pp. 81-88). 
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Governor of the Bank of Italy and an outspoken advocate of strong 
anti-inflationary measures, as Vice President and Minister of the 
Budget. In immediate psychological response, the stock and foreign 
exchange markets declined. The rise in prices continued, howeyer. 
though at a slower rate, for several months. 

The genuine reversal came in October. After having approximately 
doubled within the space of a year, wholesale prices fell steadily 
after that month and leveled off in March, 1948 at 15-20 per cen 
below the peak reached five months earlier. The cost of living decreased 
by around 12 per cent. The fall in prices experienced during this 
period was accompanied by many familiar symptoms of depression, 
Industrial production fell off in spite of constant or increasing ray 
material and energy supplies, the stock market crashed, and in. 
portant firms went through financial difficulties and often avoided 
bankruptcy only by subsidies from the Treasury. 

The reversal of the inflationary movement in October, 1947 has 
been most commonly associated with the quantitative credit restric. 
tions which were issued by Einaudi in August, 1947 and which became 
effective on October 1. As of that date all banks were required to set 
aside an amount equal to 20 per cent of their deposits in excess of 
ten times their capital or an amount equal to 15 per cent of their total 
deposits, whichever was smaller. These amounts were either to be 
invested in government or government-guaranteed securities for de- 
posit at the Bank of Italy, or to be held in an interest-bearing blocked 
account at the Bank of Italy or the Treasury.* Furthermore, 40 pe 
cent of any net increment in deposits after October 1 was to be set 
aside in a similar fashion until the reserves thus created reached 25 
per cent of total deposits for each bank. At the same time the discount 
rate of the Bank of Italy was raised from 4 to 5% per cent. 

It is recognized that a number of other factors exerted a downwatt 
pressure on prices at the same time. The imposition of the credit rt 
strictions coincided with the payment of the first installment of a 
extraordinary proportional capital levy decreed in May, 1947. 4 

* Previously, Italian banks were subject to similar reserve requirements to the extet 
of the full excess of their deposits above twenty, or, since 1946, above thirty times ther 
capital. This regulation which dated from 1926 was aimed not at controlling the aggresitt 
volume of bank credit, but at preserving the solvency of individual banks. Because of the 
lag of the banks’ capital accounts behind the expansion of deposits, this type of reser’ 
requirement was bound to become unenforceable in a period of inflation and remained » 
even after the change in the ratio in 1946. See Giannino Parravicini, L’ordinamen' 
bancario e lattivita creditizia (Milan-Rome, 1947), p. 22. 

°In the course of 1947, three distinct capital levies were enacted in Italy: A proportional 
tax of 4 per cent to be paid by all forms of wealth in the course of 1947-48; a progressivt 


levy ranging from 6 to 62 per cent payable by individuals only, starting in January, !%° 
and a levy from 2 to 4 per cent on the capita! of not individually owned enterprises, stat" 
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bumper olive crop caused the free price of olive oil to fall below the 
official price. Meat prices declined as the drought encouraged slaught- 
ering of livestock herds which had reached prewar strength as a re- 
sult of the diversion of grains from human to animal consumption 
during war and inflation. Considerable quantities of sugar, meat, and 
fats were imported after Foreign Trade Minister Merzagora, declar- 
ing that he would “enlist the deserters in the war” against the foreign 
exchange shortage, authorized on a large scale penalty-free repatriation 
of hidden foreign assets in the form of so-called “franco valuta” im- 
ports. Exports, on the other hand, encountered stiffer foreign com- 
petition than in 1946 and after May, 1947 were hampered by the 


AsSETs OF ITALIAN BANKS 


(In billions of lire and per cent of total assets) 


December 
1944 


December | September September 


1945 1946 1947 


| 140.5 | 189.4 | & 243.9 
| | F35% | 
| | 


Cash assets and reserves 


88.9 136.4 | 205.8 
27% | 
105.2 
31% 
| 334.6 
| 100% 


Source: Bulletin of the Bank of Italy. 


rise in the value of the Jira; as a result, a larger share of total pro- 
duction became available for domestic consumption. Finally, the virtual 
assurance of continuity of American aid as the Interim Aid and 
European Recovery Programs took shape had a significant psycho- 
logical effect. 

Nevertheless, the establishment of primary and secondary reserve 
requirements remains among the prime causes of the downturn because 
of both their real and their psychological impact. In spite of official 
warnings, bank credit expansion had become an increasingly important 
factor in the inflationary process. This is brought out clearly by the 
table above. 

The “other assets” in this table consist almost exclusively of loans 
to business and individuals. Some absolute and relative expansion of 
this category was of course to be expected with the resurgence of 
economic activity after liberation. The increase, however, became 


in August, 1948. Cf. Benvenuto Griziotti, “Three Forms of Capital Levy in Italy,’ Banca 


nale del Lavoro Quarterly Review (Oct., 1947), pp. 149-156. 
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alarmingly rapid in the year beginning September, 1946 when it out. 
stripped by far the growth of deposits. The expansion of commercia] 
lending forced the liquidity of the banks down to a very low point 
and, by causing them to withdraw reserves held with the Treasury 
and the Bank of Italy, created difficulties for the financing of the 
budget deficit. As usual, it is difficult to appraise to what extent bank 
loans permitted speculative hoarding of commodities at various stages 
of production, but in the absence of effective inventory controls there 
can be little doubt that a portion of the loans was so employed. In 
any event, bank credit expanded far more than was called for by the 
increase ir industrial activity which from September, 1946 to Septem. 
ber, 1947, amounted to approximately 20 per cent. 

Bank credit restrictions were therefore required to contain infla- 
tion arising in the private sector as well as to avoid large scale Treasury 
recourse to direct advances from the Bank of Italy. 

The new reserve requirements enacted by Einaudi were calculated 
so as not to bring about an actual contraction of credit on the part 
of the banking system as a whole. In fact, the application of the new 
requirements resulted in the freezing of 112 billion lire, an amount 
almost exactly equal to that already held by the banks with the 
Bank of Italy and the Treasury in cash or securities (97 and 18 
billion, respectively).° This freezing of a large fraction of the already 
scant liquid resources of the banks could not fail, however, to have 
a profound influence on their credit policy and on economic condi- 
tions in general. In the first place, many individual banks did not hold 
sufficient reserves, in cash or securities, and in their case the new re- 
quirements resulted in an actual liquidation of credit commitments. 
Secondly, the banks whose reserve position was adequate had con- 
sidered the reserves which were frozen as part of their available funds 
and immediately strove to build up excess reserves by making access 
to credit more difficult. Finally, a good deal of economic activity, 
particularly in the fields of reconstruction and investment, was pre- 
mised not merely on a constant, but on an expanding flow of credit 
and would therefore have been adversely affected even though the 
total volume of bank credit had remained unchanged. 

The credit restrictions (in conjunction with the simultaneous pay- 
ment of the first installment of the proportional capital levy mentioned 
above) resulted in a severe shortage of cash. Several large firms in the 
North experienced difficulties in meeting their payrolls. To the pro- 
testing industrialists, joined in a strange alliance by communist- 


Banca d'Italia, Adunanza generale ordinaria dei participanti (Annual Report for 19’ 
(Rome, 1948), pp. 128-130. 
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dominated labor unions, Einaudi gave the advice to liquidate the large 
hoards of raw materials, foreign exchange, and extraneous assets (real 
estate, industrial shares, etc.) which they had acquired during the 
preceding inflationary phase. The fall in commodity prices, particu- 
larly in the black market, followed.’ The fall in foreign exchange and 
stock market prices which had started as early as May received new 
impetus. The stock markets were particularly affected as loans for 
purchasing or carrying securities were the first to be curtailed. Further- 
more, new issues of securities which had become the only source, the 
Treasury apart, of fresh funds for industry were absorbed only with 
great difficulty by the market. The general index for variable-income 
securities was halved between September and February. 

The psychological effects of the credit restrictions reinforced their 
‘physical” impact. A phenomenon that is well known from experience 
with rationing was noticed: Loans which could not be refused by the 
banks because of the high credit standing of the applicant or the 
collateral offered were applied for even though they were not needed, 
thus further reducing the volume of credit available for meeting real 
needs.© At the same time, officially encouraged expectations of a con- 
tinued price fall led to postponement of purchases and thereby to 
further downward pressures. 

The stage was thus set for a deflationary movement, particularly in 
the industries producing capital goods. To make the situation more 
critical, wages continued to increase because of their automatic but 
lagging connection with the cost of living.® But it was precisely because 
the danger of an abrupt collapse of large parts of Italian industrial 
activity became suddenly so real that the government started emergency 
and compensatory spending on a large scale. Almost immediately upon 
the onset of the crisis the Treasury came to the rescue of a number of 
threatened branches and firms, mostly in the sector of heavy industry. 
A 50 billion lire fund was set up for the reconversion and moderniza- 
tion of the mechanical industries; the Treasury advanced 10 billion 
lire to the Institute for Industrial Reconstruction (JR/) and increased 


nn 


ual report of the Bank of Italy gives striking information on the reduction of 
lispersion during 1947 and on the narrowing of the differential between official and 
narket prices. Cf. op. cit., pp. 91-92. 
portion of the borrowed funds not urgently needed were, however, passed on in a 
lly developing black credit market at interest rates ranging up to 15 and 20 per cent. 
* connection was partially severed as soon as prices dropped. On November 28, 1947, 
iployers and the unions reached agreement to maintain wages intact as long as the 
f living did not drop by more than 8 per cent and to reduce wages less than in 
tion to the cost of living for decreases of the latter between 8 and 20 per cent. See 
e Vannutelli, “La scala mobile dei salari,’ Rivista di Politica Economica (March 
| 1948), pp. 209-220 and 322-334. 
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its capital from 12 to 20, and later to 60 billion lire*®; subsidies were 
granted to domestic coal, lignite sulphur, and silk producers; special 
credit facilities and subsidies were given to artisans and to small- and 
medium-sized industries, as well as for the industrialization of South. 
ern Italy. 

In view of these developments, it has been observed that the Italian 
government became involved in the inconsistency of having its Min. 
ister of Industry undo what had been done by its Minister of the 
Budget. It is certainly curious to notice how Einaudi’s “orthodox” 
policy actually led to more State intervention in, and greater State 
control of, Italian economic life. But aside from this point, the com. 
bination of a general deflationary policy with expansionist measures in 
specifically selected fields was a logical economic policy for Italy to 
follow after the violent inflation it had undergone. Initially, the “open” 
postwar inflation in Italy (as in France) probably permitted recon- 
struction to proceed more rapidly than might have been possible under 
conditions of monetary stability. But as the pace of the inflation 
quickened, individual savings declined sharply and an _ increasing 
portion of the investment (hoarding of inventories and foreign ex- 
change, non-essential building, expansion of the distributive trades) 
was wasteful and often competed successfully with essential recon- 
struction and modernization activities. It thus became actually easier 
and possibly tempting to carry on these activities in a deflationary 
environment, 7.e., in a situation where the universal scramble for raw 
materials, skilled labor, and foreign exchange resources would give 
place to a relative abundance. In Italy the temporary recession had 
another consequence which may prove beneficial in the long run: it 
exposed the profound maladjustments in Italy’s industrial structure 
which had been left behind by the economic policy of fascism, but 
had remained hidden as long as prices rose. 

For several reasons the deflationary movement might have been 
expected to flatten out in January/February 1948. In December, the 
note circulation increased by 108 billion lire or by 16 per cent as 4 
result of heavy year-end government payments combined with sta- 
tionary revenue. In January, Einaudi revised the prospective budget 
deficit upward from the originally planned 300 billion lire to 500-600 
billion, i.e., an amount similar to the deficit in fiscal 1946-47." At the 
same time the banks had rebuilt a margin of liquidity; toward the 

* The IRI owns for the Italian government large parts of Italy’s heavy, mechanical 
electrical, and chemical industries, as well as majority interests in the three principal Italian 
commercial banks. 

™ According to a further upward revision, given by Minister of the Treasury Pe 


on June 18 in a statement before the Chamber of Deputies, the deficit will finally amou" 
to 726 billion lire, or to 48 per cent of total expenditures. 
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end of January, they had accumulated 53 billion lire in excess re- 
serves. Furthermore, the government took a series of measures de- 
signed to revive business and investment activity. The payment of the 
first installment of the progressive (as distinct from the proportional ) 
capital levy was postponed from January until June, the progressive tax 
on dividends was abolished, and business firms were permitted the 
tax-free use of their profits for revaluation of their assets on a more 
realistic basis. 

In spite of these encouragements, industrial activity failed to re- 
cover; by January/February it had decreased 15 per cent from the 
neak reached in October even though the seasonal decline in electric 
power availabilities had been very slight during the winter. On the 
stock markets, new heavy losses were suffered in February. The 
reason for the continued listlessness of economic activity was, of 
course, the feeling of insecurity created by the approaching elections. 
Private investment activity came practically to a standstill and some 
precautionary capital flight was noticed. Only in March/April did the 
first signs appear that the economy was basically ready for an upturn. 

The Italian deflationary experience of October 1947-March 1948— 
possibly the closest approximation yet in any country to a postwar 
recession—serves to illustrate a number of more or less familiar propo- 
sitions: 

1. Once more it has been proven that it is possible to stop an in- 
flation when there is a will to do so. 

2. Bank credit restrictions have an important part to play in 
halting the inflationary process. On the other hand, the Italian ex- 
perience shows that the achievement of balance or surplus in the budget 
is not always a necessary condition for ending an inflation (the United 
States demonstrating at the same time that it is definitely not a 
sufficient one). 

3. It is almost impossible to arrest a violent inflationary process 
without provoking a deflation. The Italian anti-inflationary measures 
were anything but brutal since they had been carefully planned not 
to result in a general contraction of credit. They were not indis- 
criminate since deficit spending by the government, far from being 
curtailed, was actually increased. Nevertheless, a significant decline in 
general economic activity occurred. 

4. While moderate inflation is compatible with, and may even 
assist in, the carrying out of planned investment activities, such ac- 
tivities are likely to fare better under mildly deflationary conditions 
than during a violent inflationary process which results in wasteful 


and speculative investment, and in the annihilation of individual 
savings. 
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5. Deflation arouses more fears and opposition from better orgap. 


ized interests than inflation. In Italy, the latter was allowed to pro. 
ceed to the runaway stage before energetic measures were designed 
to combat it; at the first sign of deflation, public alarm was considerable 
and governmental action was immediately and powerfully forthcom. 
ing. In retrospect, however, the judgment of public opinion was quite 
different: in elevating Einaudi to the Presidency of the Italian Re. 
public, the Italian people weighed fairly the temporary setback of pro. 
duction experienced during the winter 1947-48 against the breaking 
of the inflationary spiral and lowering of the cost of living achieved 
by Einaudi’s policies. 

With a strong government assured by the April elections, with ERP 
aid forthcoming, and with monetary instability checked, Italy’s eco- 
nomic prospects are today more promising than at any time since 
liberation. In the summer of 1947, it was essential to stop the in- 
flation to prevent economic and social disintegration. Today, one year 
later, the attention of the Italian government can and must be focused 
on those longer-run objectives which are vital for eventual recovery: 
realignment and growth of industry, agrarian reform and improvement, 
expansion of housing and public works. A program of this kind wil 
probably require a relatively high rate of capital formation and may 
well, therefore, generate renewed inflationary pressures. Should this 


danger arise, the experience gained by the “Einaudi policy” and the 
weapons forged by it will stand the government in good stead. 
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COMMUNICATIONS 


Cost Discontinuities, Declining Costs, and Marginal Analysis 


itor'’s NorE—The note by Professor Eiteman, “Factors Determining the Location of 
Least Cost Point,” printed in the December, 1947 issue of this Review, gave rise to 
1umber of communications criticizing it. From these, the present paper and the one 
immediately following were chosen for publication. Each of the authors saw the original 


paper of the other and on this basis a rough division of the territory was effected so as 


reduce the amount of overlapping. 

In a recent communication,’ Professor Eiteman argues that marginal 
analysis is inherently incapable of explaining output determination by the 
firm under certain short-run cost conditions which he believes are implied 
by modern engineering practice. His argument involves two major theoretical 
points—apart from the empirical question of the validity of his cost hypoth- 

The first of the theoretical questions concerns the relevance of the 
equality of marginal revenue and marginal cost as a criterion of a profit 
aximum when either, or both, of the marginal magnitudes is indeterminate 
at the profit-maximizing output. It seems to me that Eiteman’s treatment 

f this matter is not at all satisfactory—partly because he uses faulty defini- 
ions of MR and MC, and partly because he mistakenly supposes that the 

ell-known marginal equality is the sine qua non of marginal analysis. The 


+ second of the theoretical points he has raised, concerning the implications of 


clining costs, I shall consider later on. 


I. Eiteman’s Cost Hypothesis 


Eiteman suspects (p. 918) “the typical cost curve for modern manufactur- 
ing plants to be one with its least cost point located at capacity output.” 
This statement can be interpreted in different ways; but, in the light of Eite- 


» man’s Figure 3 and his accompanying remarks (p. 913), I understand him 
; to mean that costs for a given plant are as shown in my diagram. 


In this figure, the broken curve represents marginal cost; and its minimum 


) point is designated m. The other two curves are, respectively, variable cost 


per unit of output and total cost per unit of output—the difference between 


them representing fixed cost per unit. Each of these two curves has its 


minimum at absolute capacity; and I designate these minima by the ap- 


§ propriate letters, v and ¢.* Notice that the slope of the variable-unit-cost curve 


W. J. Eiteman, “Factors Determining the Location of the Least Cost Point,” Am. Econ. 
, Vol. XXXVII, No. 5 (Dec., 1947), pp. 910-18. 
-rofe SSOF Lester has offered evidence that variable cost per unit typically declines over 
ge of outputs short of capacity—R. A. Lester, “Shortcomings of Marginal Analysis 
ge-Employment Problems,” Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), pp. 


> 
% 
J 
a 
i . 


THE AMERICAN ECONOMIC REVIEW 


0% OUTPUT 1009, 


is assumed to approach zero as the curve approaches the point v. For this 
reason Marginal cost rises to the same point.* 


68-69. In reply to Lester’s questionnaire, the executives of 33 firms reported that ther 
variable unit costs decline as their operations increase from 70 per cent to 100 per cent of 
capacity, while only 3 firms reported rising variable unit costs anywhere in this range. (n 
the other hand, Lester did not raise the question of the behavior of costs at and beyond 
capacity; and, indeed, he did not stop to define the concept of “capacity.” 

As Stigler has already indicated, some of Lester’s respondents rather overdid their enthus- 
asm for declining costs; for their answers implied negative marginal costs, i.e., declining 
total costs—G. J. Stigler, “Professor Lester and the Marginalists,’ Am. Econ. Rev., Vol 
XXXVII, No. 1 (Mar., 1947), p. 156. Stigler, however, did not indicate how pervasive wa 
this anomalous result. It is implied by no less than ten of the twenty averages given in the 
upper third of Lester’s Table II (p. 69). For example, there is a 12.5 per cent change of 
output between 70 per cent and 80 per cent of capacity-——with the upper figure used « 
the base. This means that if variable unit cost is 12.5 per cent lower at 80 per cent than 
at 70 per cent of capacity, the arc elasticity of the variable-unit-cost curve is unity; and 
total cost is the same at the two levels of output. Actually, “6 metal-working firm’ 
said they had an average decline of 15.9 per cent in variable unit cost between these output 
levels, and the similar figure for “6 others” was 13.9 per cent. Similarly, when output 
increases from 95 per cent to 100 per cent of capacity, the maximum credible decline 0! 
unit variable cost is 5 per cent; but “7 cotton-clothing firms” showed a 5.6 per cett 
decline, “14 furniture firms” a 6.4 per cent decline, and the average decline for all 33 firm 
was 5.5 per cent. 


* While I think I have faithfully represented Eiteman’s assumptions about typical costs 
it should not be thought that all the theoretical questions with which we are both concerned 
necessarily depend on precisely this cost pattern. For example, the assumption that the 
slope of variable unit cost approaches zero at capacity is hardly an essential one; and | 
have included this very special feature only because it is clearly implied by the margin: 
average relationship of Eiteman’s own Figure 3. Naturally, if that slope remains negatlvt 
and does not approach zero, marginal cost will intersect the vertical line of full capaci! 
below point v. 
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II. The Limited Significance of the Marginal Equality 


One of Eiteman’s criticisms of marginalism is that, if marginal revenue 
intersects the vertical line of full capacity above point v in the diagram, 
marginal revenue does not equal—but exceeds—marginal cost at the profit- 
maximizing capacity output. Hence, he complains, marginal analysis falls 
down in this case because there is no intersection of MR and MC. The pen- 
chant of many economists for continuing marginal cost as a vertical line 
upwards from point v he dismisses (pp. 913-14) as “an attempt to save face 
bya pl ay on words.” 

While Eiteman’s interpretation may seem a quibble—if only because he is 
not attacking the substance of marginalism—he has indeed raised a point 
which, as a matter of exposition, does cause difficulty for the literal-minded 
who consider the criterion of MR = MC as somehow of importance for its 
own sake. Actually, of course, the famed marginal equality is never more 
than an implication of a profit maximum; but, what is more to the point, the 
maximizing of profit does imply an equality of MR and MC only under cer- 
tain favorable conditions, when both the marginal magnitudes are continuous 
functions in the vicinity of their intersection. In other words, MR = MC 
is not a necessary condition for a profit maximum.‘ 

When either of the marginal magnitudes is subject to a discontinuity, it is 
indeterminate at the output where this discontinuity occurs. Such is the case 
with marginal cost at capacity output in the diagram. Then, if MR lies above 
point v, it is not uniquely equal to the indeterminate MC. This is not to say, 
however—as Eiteman would have it—that MR unambiguously exceeds MC. 
If anything, marginal cost is simultaneously greater than, equal to, and less 
than marginal revenue. 

The root of Eiteman’s difficulty is that he uses a definition of marginal cost 
which is out of place in a discussion which presumes to be rigorous. To him, 
marginal cost is the cost of “the last unit.” Hence, he holds that marginal 


For the rest, Eiteman’s misgivings about marginal analysis concern two separable eiz- 
ments, both of which are incorporated in my diagram: (a) the “sharp corners” at v and ¢, 
made by the junctions of the unit-cost curves with the vertical capacity line; and (b) the 

niformly negative slope of variable unit cost at all outputs short of capacity. 

The theoretical questions he has raised would also be involved to some extent under 
somewhat weaker assumptions—e.g., declining total unit cost, with no such restriction on 
variable unit cost. I mention this possibility mainly with reference to the cost hypothesis 
embodied in the cost accountant’s usual “breakeven chart.” Such charts ordinarily imply 
constant marginal cost, at least over the accustomed ranges of output; and they imply 
either constant or declining variable unit cost, depending on whether or not marginal cost 
has a falling phase over the range of very low outputs. 

With either Eiteman’s costs or those of the cost accountants, it is a separate question 

whether there are “sharp corners” at absolute capacity. I discuss this matter last of all, in 
Section V. 
‘Nor is it, of course, a sufficient condition—since the equality of MR and MC may also 
indicate a profit minimum, or a stationary value which is neither a maximum nor a 
minimum Further, if more than one local profit maximum exists, we must still find the 
maximum maximorum—if any—simply by comparing the profits implied by the various 
Maxima, 
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cost at capacity is uniquely v, since, as he puts it (p. 914), “Obviously the 
last unit of output can have only one cost.’ 

On the other hand, Eiteman himself draws average and marginal curve 
which are continuous. This in itself implies an inconsistency with his ow, 
choice of an essentially discrete and discontinuous definition of margina) 
cost. More fundamentally, if we are to define MR and MC so that thei; 
equality can ever imply an exact output where profit is maximized, there js 
no alternative but to make use of the calculus. Marginal cost is the slope of 
the total cost curve; it is the first derivative of total cost with respect to out. 
put; it is the rate at which total cost changes for indefinitely small changes 
of output in either direction—and similarly, of course, for marginal revenye 
The extra cost represented by the “last unit of output”—or by “one more 
unit of output”—is thus no more than a discrete approximation of exact mar. 
ginal cost. Furthermore, this discrete approximation does not refer to 
marginal cost at a unique output, but rather to the change in total cost y- 
tween two adjacent outputs.’ 

In order for a marginal quantity to be determinate, the slope of the total 
function to which it relates must be the same for indefinitely small changes 
of output in either direction; or, in other words, both the “left-hand” and the 
“right-hand” derivatives of the total function must have the same value at 
the specified output. Otherwise, if the slope of the total curve changes discon- 
tinuously at a certain output, the slope or marginal value is not determinate 
at that output. The discontinuity is said to be a “finite” one if the unequal 


left- and right-hand derivatives are both finite.* Otherwise, as in the case o/ 


*Eiteman also says (p. 913, n.) that “the marginal cost curve . . . for mathematical 
reasons will coincide with average costs at an output of one product.” Unless he means 
to refer here to average variable cost, this statement is doubly mischievous; for it implies 
that fixed cost is attributable to producing the first unit. Actually, true fixed cost is incurred 
even at zero output. 

*It should not be thought, however, that it is inappropriate to assume output and mone) 
magnitudes to be continuous variables, even when the product is physically indivisible 
Actually, “output” in a cost-revenue diagram is really a rate of output per unit of time 
Thus, if a small firm produces one piano every two weeks, its rate of output per week 
is half a piano. 

‘I am not suggesting that we must all start using the rigorous definitions in our ele- 
mentary classes; but even for elementary pedagogy one practical suggestion is in order 
In tables of cost and revenue data, where the marginal magnitudes are given the discrete 
definitions, the marginal figures should be placed between the rows of the other figures to 
emphasize the contrast that the marginal values, unlike the total and average ones, refer 
to differences between successive levels of output rather than to unique levels of output. 

* Marginal cost may be subject to finite discontinuities, for example, because of the pay- 
ment of overtime premiums, or because of the need to use equipment of inferior efficiency 
in order to exceed a certain output. 

A similar indeterminacy of marginal revenue occurs whenever there is a sharp break in 
the slope of the demand curve—and hence in the slope of the total-revenue function 
Examples include the demand for the firm’s product in several types of imperfectly com- 
petitive situations, notably the one involving the “kinked” oligopolistic demand curve—</ 
R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Oxford Econom 
Papers, No. 2 (1939), pp. 12-45; and P. M. Sweezy, “Demand under Conditions of Oli- 
gopoly,” Jour. Pol. Econ., Vol. XLVII, No. 4 (Aug., 1939), pp. 568-73. Still another 
important example concerns demand and marginal revenye at the output where a price 
ceiling becomes effective. 


4 
4 
117 
U} 
wl 
ne 
4 
q 
t 
. 
9 
Pi 


COMMUNICATIONS 611 


ial cost at capacity in the diagram, the discontinuity is infinite. Here 
marginal cost has a lower limit at the Eiteman value, v, but it has no finite 
upper limit. The upper limit of marginal cost is said to be ‘ ‘infinity” because 
no finite extra expenditure, however large, will produce any increase of output 
whatever. 


III. The General Condition for a Profit Maximum 


ince MR = MC is neither a necessary nor a sufficient condition for a 
maximum, what is the general rule for a (local) profit maximum in 
the marginal criteria? It is this: profit is maximized at a certain 
»-zero) output when MR > MC at immediately lower outputs and when 
MC at immediately higher outputs. These inequalities, which are 
necessary anyway as an assurance that we have a profit maximum, are the 
the matter; and when the two inequalities hold, we know that we 
t least a local profit maximum, regardless of the possible indeterminacy 

the marginal quantities at the output in question. 

it is an additional virtue of what I have called the general rule that it also 
holds strictly—as the equality of MR and MC does not—when the marginal 
magnitudes are defined as discrete increments. Then, if MR > MC for “one 
less unit of output” and if MR < MC for “one more unit of output,” the 
unique profit-maximizing output has been found—at least in terms of alterna- 
tive integers of output. But, if MR = MC between x and x + 1 units, profit 

at these two output levels; and the choice between them becomes 

a matter of indifference.*° It should be appreciated, of course, that when 

MC over a range of outputs, a true indeterminacy of output exists over 

range—-whether the “marginals” are defined as discrete quantities or as 
continuous variables. 

\ final question remains as to the propriety of drawing marginal cost as a 
vertical line upward from point v, when the average and total cost curves end 
abruptly at an absolute-capacity output. Eiteman insists with capitalized 
emphasis (p. 914): “The truth of the matter is that the MC curve does not 
rise vertically at the point of capacity: it ENDS there.” I cannot agree with 


the second of the two inequalities is needed for a profit maximum at zero output, 
of the irrelevance of negative outputs. Strictly speaking, marginal cost is in- 
nate at zero output because the “left-hand” derivative of total cost does not exist; 

the right-hand derivative is the only relevant one, it is perhaps pardonable to 


marginal cost at zero output simply in terms of the one relevant, right-hand 


i the other hand, it is neither necessary nor convenient to invoke a boundary condition 
a local profit maximum at absolute capacity. Here MR is indeed less than MC for 
jutputs, by virtue of the customary mathematical convention already mentioned— 


that MC is indefinitely large, or infinite, for outputs that cannot be produced at any finite 
tra cost 


‘I dare say that this apparent anomaly—which is only another instance of cost and 
‘nue discontinuities—is familiar to every teacher of elementary economics who, after 

defining the marginal concepts as discrete additions to cost and revenue, has then 
) explain that profit is a maximum when MR and MC are equal. This potential 
gical embarrassment—a minor one, to be sure—is mentioned primarily to reinforce 
n that the strategic pair of marginal inequalities has more fundamental signifi 


the customarily emphasized marginal equality. 
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him that marginal cost “ends there” in the sense in which the average anj 
total curves do. Rather MC ends there in indeterminacy; unlike the othe 
types of cost, it does not have a unique point of termination. Hence there js , 
possible justification for drawing the proposed vertical branch of MC indefinite. 
ly upward, to emphasize that this indeterminacy has a lower limit at v and np 
upper limit. In addition, there is the pragmatic and purely heuristic justificg. 
tion that this does indeed produce the reassuring intersection which Eitemay. 
rather perversely, wishes to avoid.*? 

Actually, however, there is no need to insist on this essentially trivial matter 
of draftsmanship. Whether or not we choose to draw vertical marginal-cos 
curves, the fact remains that MC is indeterminate at any capacity output like 
that in the diagram. Also, as long as we remember that the heart of the 
profit-maximizing analysis concerns the inequalities of MR and MC at lesser 
and greater outputs, there is no need to worry about whether a unique MR 
is equal or unequal to an indeterminate MC at the output we seek. Certainly 
no one need be at a loss for an answer to the question of finding the proitt 
maximizing output in the instances under discussion; and that, after all, is 
the sum and substance of marginal analysis.’* 


IV. Marginal Analysis and Declining Costs 


Eiteman believes that, if costs exhibit the pattern he stipulates, it is (p 
913) “physically impossible for an enterprise to determine a scale of opera- 
tions by equating marginal cost and marginal revenues unless demand js 


extremely inelastic.” This statement is partly based on his misconceptions 
about the marginal analysis of a profit maximum at capacity, as already dis- 
cussed; but it is also based on the alleged difficulty of explaining, by means 
of the marginal criteria, the determination of a profit-maximizing output short 
of capacity.** 


" My colleague, Paul Samuelson, tells me that his practice is to explain to his students 
that it is “as if’ marginal cost continued vertically upward from such a point as v. 0p 
the other hand, the average and total cost curves—which are not “slope” concepts— 
should not be so drawn, since they are defined as the cost minima at various outputs. 

* Professor Machlup’s brief discussion of discontinuities in marginal curves implies sub- 
stantial agreement with my interpretation, except that he wavers as to whether or not 4 
discontinuity implies indeterminacy of the marginal magnitude—Fritz Machlup, “Marginal 
Analysis and Empirical Research,” Am. Econ. Rev., Vol. XXXVI, No. 4, Pt. 1 (Sept 
1946), p. 533. On the one hand, Machlup talks about the “vertical portion” of the marginal 
curve—which does imply indeterminacy; ut in the same paragraph he also implies that 
the marginal value is uniquely equal to its lower limit. 

* Professor Lester shares Eiteman’s view that declining costs pose peculiar difficulties 
for the marginalist explanation of less-than-capacity outputs. The most concise statement 
by Lester on this point appears in his “Marginalism, Minimum Wages, and Labor Markets, 
Am. Econ. Rev., Vol. XX XVII, No. 1 (Mar., 1947), pp. 135-48. With respect to declining 
variable unit costs, he says (p. 138): “If business men think that their unit variable costs 
(to say nothing of their overhead costs per unit) change in that fashion, I submit that it 
is extremely difficult to explain both the wide variations of output that occur in the scale 
of plant operations and the size of the average deviation from 100 per cent plant capacity 
that occurs over say a decade (especially in plants producing articles not carrying the 
producer’s brand names) on the assumption that business men adjust their rate of oper 
tions according to the principle of maximizing money profits by equating ‘marginal net 
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Fiteman is correct, of course, in supposing that his cost hypothesis rules 
ut any equilibrium output between zero and full capacity under conditions 
- pure competition; for the supply function of a purely competitive firm 

with costs as diagrammed will coincide with the vertical axis for prices below 

where it is impossible to cover even variable unit cost at any positive out- 
out), and will coincide with the vertical line of full capacity for prices 

ab ve v.24 

f this absence of any possible equilibrium between zero output and capacity 
em pure competition is to constitute a reflection on marginal analysis, 

Eiteman must show us a purely competitive firm, having the specified cost 

pattern, which deliberately sets its output at some positive level short of 

capacity. It should be recalled that he asserts his cost hypothesis only for 
manufacturing. That may well dispose of the matter; for it is to be doubted 
whether any manufacturing firm sells its product under conditions which 
conform strictly to those of pure competition. On the other hand, if there 


) were a purely competitive manufacturer with Eiteman’s cost schedules, under 
> what conceivable circumstances would he decide to produce some positive but 
© less-than-capacity output? Certainly Eiteman has cited none. 


Actually, Eiteman’s own discussion implies that he is thinking only of 


firms operating under conditions other than purely competitive. His own 


theory of output determination is that business men (p. 914) “simply pro- 


duce all that they can sell.’”® I take it that this remark rules out pure com- 


evenue productivity’ and ‘marginal factor cost’ over the long or short run.” 
ince this statement appears in Lester’s rejoinder to his critics, it seems that Machlup’s 
lay the ghost of this fallacy were not entirely successful—at least as far as Lester 
teman were concerned—cf. Fritz Machlup, “Rejoinder to an Antimarginalist,” Am. 
Vol. XXXVII, No. 1 (Mar., 1947), pp. 149-50. 


rice equal to v, there is a two-point indeterminacy of output: it is a matter of 
rence to the firm to ‘produce either zero output or capacity output. Losses equal total 


fixed cc cost 


‘otice that, with price between m and v, there is a local profit maximum at some posi- 
it short of capacity, where price = MR = MC and where MC cuts MR from 
the zero output is preferred because the loss there (equal to total fixed cost) is 
the loss at any positive output. Of course, the zero output also qualifies as a 
fit maximum, because MR< MC for any small positive output. 
» of price equal to m is interesting as a curiosity. The horizontal marginal-revenue 
hen tangent to the marginal-cost curve; and profit is neither a minimum nor a 
but merely stationary, at the tangency output. Both above and below this 
MC; so profit is bigger at lower outputs and smaller at higher outputs, even 
stationary where MR = MC. 
lhe preceding context of this remark is that “business men do not determine their 
le of rations by reference to marginal cost and revenues at all: they simply produce 
can sell.” This statement is hardly a satisfactory alternative to the marginalist 
i output determination, even under the conditions of impure competition to which 
isly refers. Indeed, taken by itself it is no theory at all. What can be sold depends 
ence Eiteman’s pronouncement has no explanatory content whatever, except in 
; with a theory of price determination. 
here does Eiteman explain how prices are set, even where he elaborates on his 


metheory of output (pp. 916-18). His only allusion to a price decision by the producer is the 


tatement 


. p. 917) that if he “becomes alarmed at a tendency of his inventory to mount, 
‘djusts his price voluntarily to reduce his inventory and so avoid a forced inventory 
i greater proportions later.” But why not leave price alone, and reduce inventory 
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petition, because it is the very definition of that abstraction that each pro. 
ducer can sell unlimited amounts at a going market price.*® 

Turning to assumptions of impure competition, we shall find that Eite. 
man’s cost curves are realistically consistent with the profit-maximizing pro- 
duction of any output. 

Actually, Eiteman makes an anomalously incorrect concession to this con- 
clusion; for, in the statement quoted above, he implies that MR may equal 
MC if “demand is extremely inelastic” (p. 913). Quite the contrary, if de. 
mand for the output of a firm should be inelastic throughout, marginal revenue 
is uniformly negative. Then, under any cost conditions whatever (excluding 
only negative marginal costs), profit would steadily increase as output js 
curtailed toward zero. This is so because marginal revenue would lie uni- 
formly below marginal cost. The profit-maximizing output, being positive but 
indefinitely small, cannot be otherwise specified; yet this is the one case which 
Eiteman considers marginal analysis able to handle! It is also a totally un- 
realistic case. 

On the other hand, when demand is relatively elastic—but not too elastic 
it is obviously possible for average revenue to lie above variable unit cost at 
the same output where marginal revenue is intersecting marginal cost from 
above. Then we have a perfectly conventional, textbook instance of a profit- 
maximizing output where MR = MC."* 


by a drastic, temporary reduction of output, to be followed by an adjustment of output to 
what can be sold at the going price? Such behavior would seem to be most directly in 


accord with Eiteman’s prior pronouncement on output determination; but in any case he 
has side-stepped the real problem, which is a matter of explaining when—and how much— 
the producer will reduce price rather than output, when faced with an adverse shift of 
demand. 

Marginal theory explains, rightly or wrongly, that the entrepreneur tries to set his price 
so that, when he sells all he can at that price, he will have maximized his profit. Thus 
Eiteman’s statement about output determination does not conflict with marginal theory; 
he merely leaves out the explanation of price, without which no theory of output can be 
complete. 

** Lest anyone think that Lester’s statement quoted in my footnote 13 was meant to refer 
to pure competition because of his reference to unbranded products, I shall also quote 
from his immediately subsequent sentence, which shows that his theory of output determina- 
tion is very like Eiteman’s—and similarly rules out pure competition. Says Lester (“Mar- 
ginalism, Minimum Wages, and Labor Markets,” pp. 138-39): “. . . the volume of output 
and employment in the individual firm generally varies simply and directly with the volume 
of present and prospective demand for products of the plant.” 

“ The excess of price or average revenue (AR) over MR is related to the (negative 
elasticity of demand, E, by various well-known formulas—cf. Joan Robinson, The £ 
nomics of Imperfect Competition (London, 1936), p. 36: 

AR 
MR—AR’ 

E AR 
1+E MR. 

For example, where E = —2, AR is twice MR; and when E = — 4/3, AR is four times MR 
Thus, when MR = MC at any output in my diagram, price will exceed variable unit cos! 


provided demand is not too elastic (i.e., provided the value of E is not too far below —! 
algebraically). 
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As before, however, it is still significant and essential that MR > MC for 
lower outputs and that MR < MC for higher ones. Furthermore, if the en- 
trepreneur conceives the demand for his product to exhibit an oligopolistic 
kink at a certain price and output, marginal revenue will be indeterminate 
over the range of its sudden drop. Then, if profit should prove to be maximized 
at the output where this discontinuity occurs, we shall once again have nothing 
but the marginal inequalities to assure us of the profit maximum. 


V. Minimum Unit Costs “Near” Capacity 


So far I have taken Eiteman’s hypothesis about the shape of the typical 
manufacturing firm’s costs at face value. I have done so, not because these 
cost curves strike me as plausible, but because I have been primarily con- 
cerned to show that his adverse reflections on marginalism are ill conceived 
even if his view of typical cost patterns should be accepted in its most rigid 
form.’® Nor shall I attempt to detail my misgivings about the empirical as- 
pects of Eiteman’s paper,’® but I should like to comment on the implications 
of relaxing his cost hypothesis in one particular. 

My comment concerns the appropriateness of the assumption that the 
minimum points of the unit-cost curves occur at absolute capacity. Eiteman 
himself wavers on this question; for more than once (eé.g., p. 914) he speaks 
of unit costs reaching their minimum “‘at or near’ capacity.”° On the other 
hand, Eiteman does not seem to realize that this is a devastating admission 
with respect to his own misgivings about the marginal analysis of equilibrium 
“near” capacity. 

The point is that if variable unit cost reaches its minimum short of capacity 
and then rises, marginal cost exceeds variable unit cost over the range where 
the latter is rising. Hence, under either pure or impure competition, a profit 
maximum anywhere in this range implies a conventional intersection of MR 
and MC, 


‘Having thus essayed to defend marginal analysis against Eiteman’s criticisms, I do not 
mean to imply that I consider that theory invulnerable to attack. Rather, my own opinion 
is that it is decidedly open to valid and damaging criticism, but not on the narrow grounds 
cited by Eiteman and Lester. 

' For a detailed criticism of Eiteman’s empirical argument I defer to Professor Haines— 
whose paper, also published in this issue, I have been privileged to read in a preliminary 
version. Similarly, I have not attempted to discuss another topic treated by Haines, namely 
the “inventory” aspect of Eiteman’s own theory of output determination. 

This concession seems entirely appropriate to me; for even if a key piece of equip- 
ment—such as a machine or a melting furnace—is most economically used under condi- 
tions of continuous, round-the-clock operation, there is still likely to be leeway for increas- 
ing its output if the firm is willing to incur higher-than-normal expenses—for example, 
by taking all possible precautions to minimize the intervals when almost any piece of 
equipment is unavoidably idle, whether for overhauling or repair. 

Consider also the revealing comment of one of the business men questioned by Lester. 
By way of explaining why his variable unit costs were not a minimum at (undefined) 
‘pacity, the man said (Shortcomings of Marginal Analysis . . . , p. 68): “Theoretical 
100/ is likely to preduce too many strains.” On the several occasions when I have 
asked a plant manager or a cost accountant similar questions, I have invariably received 
‘us kind of answer—as soon as I made clear that I was not asking about “rated capacity” 
‘ some other such conventional index which can be exceeded in practice. 
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Furthermore, even if variable unit cost at absolute capacity is only very 
slightly above its minimum value near capacity, marginal cost may well be 
indefinitely high—or literally “infinite”—at the capacity output. The reason 
for this is that marginal cost, equal to the slope of the total-cost curve, js 
also related to the slope of the variable-unit-cost curve. Then, if the slope of 
that curve approaches infinity at absolute capacity, so will marginal cost.” 

This result is implied even by an almost imperceptible “rounding” of the 
unit-cost curves in the neighborhood of capacity, provided only that the 
rounding is complete and does not leave any vestige of the “sharp corners” a 
v and ¢. For example, suppose that variable unit cost describes a rising quarter- 
circle between its minimum and its end-point at absolute capacity. The radius 
of this circle may be indefinitely small, with the minimum of variable unit 
cost as close to capacity as anyone likes; but marginal cost will still be 
infinite at capacity, despite the fact that all the other cost magnitudes are 
finite. 

Under such conditions, a profit maximum will always imply that MR = 
MC. Of course, no one insists on a scrupulously precise maximizing of proiit 
in an uncertain world; so the cost accountant and his employer will be fully 
pardoned if they speak of producing a “capacity output” whenever marginal 
cost, as in this case, is rapidly rising. My main point, however, is that when 
Eiteman allowed for a possible rounding of the unit-cost curves “near” 
capacity, he should have realized that the u-shaped cost curves, in principle, 
come back into their own. 


VI. Conclusion 


I shall try to summarize the major propositions which I have stressed in 
the course of criticizing Eiteman’s paper (and I designate by Roman numerals 
in parentheses the section of my paper where each of these propositions is 
discussed) : 

1. The rigorous definition of a marginal magnitude—and the only defini- 
tion which relates to unique outputs, rather than to intervals of outpul 
change—is a derivative or slope: marginal cost (revenue) is the slope 0! 
the total-cost (-revenue) curve, plotted against output (II). 

2. When there is a discontinuity in the slope (a sharp break or a termina- 
tion) of a total curve, this implies a (finite or infinite) discontinuity in the 
marginal curve—and hence an indeterminacy of the marginal magnitude (II 


** This conclusion may be demonstrated. Let output = x; total cost = C; and total fixed 
cost = F. Variable unit cost is some function of output, f(x); and its slope is f (x). 


Then C—F + xf(x); 
and marginal cost is non = f(x) + xf’(x). 
x 
When variable unit cost it at its minimum, f’(x) = 0; and marginal cost equals variable 


unit cost. Beyond that point, the slope of the “rounded” variable-unit-cost curve increases 
continuously from zero to infinity. Then, as 


dc 
f'(x) > — > 


x 
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3. The equality of MR and MC is not an essential feature of a profit 

maximum—nor of marginal analysis (II). 
| 4 Rather, the general rule for a (local) profit maximum is that MR > MC 
‘or immediately lower outputs and that MR < MC for immediately higher 
outputs—except that only the latter of these two inequalities is relevant for 
3 profit maximum at zero output (III). 

5. This general rule also applies when marginal cost (revenue) is defined 
as the discrete change in total cost (revenue) for discrete changes of output 
III). 

6. A purely competitive firm will never maximize profit where variable unit 
cost is declining (IV); but 

7. A firm in impure competition may realistically maximize profit at any 
output, regardless of the slope of its variable-unit-cost curve (IV). 

8. Empirically, it is unlikely that unit costs are minimized at absolute 
capacity; hence a strict equality of MR and MC is feasible in the neighbor- 
hood of absolute capacity under either pure or impure competition (V). 

Rosert L. BisHop* 


*The author is assistant professor of economics at Massachusetts Institute of Tech- 


Capacity Production and the Least Cost Point 


In a recent issue of the Review Professor Eiteman attempts to demonstrate 
that the marginal analysis method for determining the actual point of pro- 
; duction of a firm is not in accord with the facts.1 While I would heartily 
endorse any advance in the direction of bringing economic theory into closer 
harmony with economic practice, I believe that this attempt has been abor- 
Ive, 

Professor Eiteman’s basic contention is that in the case where engineers 
design a plant, they design it in such a way that the most efficient point of 
production (the lowest point on the average variable cost curve) is at capacity 
utput; that marginal cost is therefore equal to average cost at capacity; 
and that if the marginal-revenue curve is above the marginal-cost curve at 
this point, it is impossible for the firm to produce to the point where marginal 
revenue and marginal cost are equal, for they cannot ever be equal under 
these conditions. Therefore business men “simply produce all they can sell” 


p. 914). 


Professor Eiteman further implies that marginal revenue must lie above 
marginal cost at capacity “unless demand is extremely inelastic” (p. 913). 
This is not necessarily the case.* In fact, in an engineer-designed plant there 

factors Determining the Location of the Least Cost Point,” Am. Econ. Rev., Vol. 
AXXVII, No. 5 (Dec., 1947), pp. 910-18. 

i presume he must have meant “sell all they can produce” since under the given con- 

the average revenue curve must lie above the average variable cost curve even at 


m output, and therefore they can sell all they can possibly produce at a price 
uch More than covers direct costs. 


\s is well demonstrated in Mr. Bishop’s paper in this issue of the Review, pp. 607-17. 
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is reason to believe that marginal revenue would not lie above marginal cos 
at this point, for it does not appear rational that a business man building 
a new plant would deliberately restrict his profit by unduly limiting outpy: 
(unless his resources were inadequate). Yet this is the implication of a plan; 
for whose product marginal revenue lies above marginal cost at every point: 

Even assuming a situation in which marginal revenue does lies above mar. 
ginal cost at the point of capacity output, Professor Eiteman’s theory ca 
be attacked from two angles: both from theoretical analysis and from ap 
examination of what business men actually do. 

His whole conclusion hinges on the assumption that capacity is an absolute 
and determinable quantity at which there is an immovable barrier agains 
any further production at any cost. This is, of course, absurd. I believe he 
recognizes the incongruity of this position, perhaps unconsciously, when le 
places the most efficient output at “close to capacity” (p. 913)° rather than 
precisely at that point. Nevertheless, he goes on to say with great emphasis, 
speaking of the ‘“‘point of capacity output,” that “the MC curve . . . ENDS 
there” (p. 914). This implies that production must absolutely cease a 
capacity and before the marginal costs have risen above average costs.® Up- 
fortunately, this concept of capacity is itself purely imaginary and cannot be 
reconciled with reasonable analysis. 

In fact, the very meaning of capacity is a matter of dispute, and Professor 
Eiteman does not help us out with any indication of the definition he has in 
mind. On the one hand, capacity may be defined as the output at which the 
average cost is least. By this definition, Professor Eiteman’s major point is 
a pure tautology and of no analytical significance. In this case, capacity car- 
ries no connotation whatever of a limit to production. At the other extreme, 
capacity has been defined as the point at which “all of the strategic factor 
(plant and machinery) is operated at maximum speed and none is strictly 
idle for any of the 168 hours in a week.’” By this definition, Professor Eite- 
man’s whole argument would fall for lack of factual verification, for no 
engineer in his right mind would ordinarily design a plant to be most efficient 
at such a point (which could seldom be attained). Rather we would expec! 
that a plant which was intended to operate, say, forty hours a week would 
normally be built for maximum efficiency at perhaps 25 per cent of capacity 
—in other cases the figure might be 50 or 80 or 90 per cent, but only very 
rarely, if ever, 100 per cent. 

A third alternative, which I shall adopt in this paper, takes a somewhii 
middle course and interprets capacity as the maximum output which a plan! 
is intended to produce under normal circumstances—taking into account the 


‘Of course, if demand had risen (or costs had fallen) after the plant was built, the firm 
might, be placed in such a situation in the short run. 

°In another place he suggests that maximum efficiency occurs “at or near the point 0 
capacity output” (p. 914), and again that most business men believe that “their least cos 
point is at or very near their capacity output” (p. 917). 

* Cf. the graph, p. 913. 

‘ Reinold Noyes, “Certain Problems in the Empirical Study of Costs,’ Am. Econ. Ke‘ 
Vol. XXXIT, No. 3 (Sept., 1941), p. 482. 
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number of hours a week that the plant is usually operated, the average time 
necessary for shutdown due to repairs and maintenance, and similar con- 
siderations. Such a concept is not without precedent,® has a practical mean- 
ing for business men, and apparently somewhat approximates what Professor 
Fiteman had in mind. 

Using this definition, can we assume (a) that the least cost point coincides 
with capacity and (b) that production must stop at this point? First, as 
Professor Eiteman states, it is only with respect to engineer-designed plants 
specifically built for greatest efficiency at capacity that we should expect the 
first assumption to hold true.® Second, even in such plants the least cost point 
will remain at or near capacity only so long as all the factors affecting pro- 
duction remain fixed. The substitution of one machine for another, a new 
internal transportation system, the use of a different raw material or a new 
process, a change in labor efficiency, a new wage scale, or any one of a 
number of such changes may alter the cost curve in such a way that the 
most efficient point of production falls at an output different from that which 
ihe engineers originally intended—and a new plant will not be built every 
time such a change occurs. Third, even for a newly built plant (and @ fortiori 

r any other plant) we cannot assume a sudden brake on production at a 
theoretical capacity. 

Let us take the example Professor Eiteman provides of ‘an enterprise with 
plant and equipment of fixed quantity to be operated by a labor force of 
ten men” (p. 914). Under these circumstances it is quite possible that the 
most efficient output will be that produced by the work of these ten men 
on the given machines. This would be “capacity” under our definition, and 
Professor Eiteman would agree. But it is not impossible to employ an eleventh 
man, even if he does nothing except in emergencies. Or he may take the place 
f one of the original ten when that one finds it necessary to leave his 
machine for a few minutes. Or he may spell each of the ten for, say, fifteen 
minutes at some time during the day, thus increasing personal efficiency by 
means of rest periods without interfering with continuous operation. He will, 
therefore, increase total production beyond capacity, albeit at a considerable 
LUSL, 

\nother, perhaps more important, consideration—which Professor Eite- 
man suggests in a footnote (p. 917) but otherwise ignores—is the possibility 
‘ overtime operation.?° Since most plants (with some significant exceptions) 
‘Cj., for instance, Edwin G. Nourse and associates, America’s Capacity to Produce 
srookings Institution, 1934), pp. 18-28, especially p. 23. This discussion also underlines 

difficulty of arriving at a definite measure of capacity, even on a theoretical basis. 


“When production is carried on in poorly designed buildings or on locations provided 
’ nature ... an attempt to increase the scale of operations is apt to cause a less than 


eal relationship to exist quite early among several of the factors involved. The result is 


erati 


ions move quickly into the stage of diminishing average returns.” (Eiteman, 
cit., p. 916.) 

~ At an earlier date Professor Eiteman indicated the connection between overtime and 

in these words: “Hence most managers are convinced that increases in the scale 

)perations, up to the point where overtime pay is required, always lead to lower 

ts; that is to say, they do not recognize the possibility of a stage of increasing 


620 THE AMERICAN ECONOMIC REVIEW 


are not normally intended to operate twenty-four hours a day, it is possibje 
to push production beyond what would otherwise be considered capacity by 
lengthening the work day or the work week. This will invariably inyoly 
overtime pay or higher wages for undesirable shifts, perhaps additional pay: 
ments for lighting, pressure on stockroom or shipping facilities, decrease 
efficiency of labor, etc., thereby raising marginal costs. This means that the 
marginal cost curve does not end at capacity, but merely rises (perhaps very 
rapidly) beyond that point. It is just such a rise, however, which would ten¢ 
to bring about the intersection of the marginal-cost and marginal-reveny 
curves if it had not occurred before. 

If we look at the actions of business men, we find confirmation of this 
contention. The fact that many firms may continue to produce at capacity 
over considerable periods in spite of shifts in demand is in itself neither cop. 
firmation nor denial. It is not inconsistent with the belief that business men 
determine output at the intersection of marginal revenue and margiuial cost, 
since if, say, the 100th unit adds $1 to costs, while the 101st unit adds $?, 
demand (and hence marginal revenue) may fluctuate within quite a rang 
without changing the optimum production point.’? Nor does the fact oi 
chronic underutilization of capacity in other firms lend any support to our 
case, although where it exists it does suggest that the determination of pro. 
duction in the vicinity of capacity output is not the most significant problem, 

However, when we find firms actually producing in excess of capacity, the 
theory that the cost curves end at this point becomes untenable. Given a 
large enough incentive in the form of an increase in demand, firms may pr- 
duce greatly in excess of capacity. This was shown with considerable force 
during the war, when production in a multitude of plants far exceeded any- 
thing the engineers anticipated when the plants were built. Even in the stee! 
industry, accustomed to work continuous shifts, bottlenecks and shortages oi 
steel scrap did not prevent an operation in excess of capacity.’* But such 
production is possible only at increasing unit cost. 


average costs intervening before capacity output is reached.” (“The Equilibrium of the 
Firm in Multi-Process Industries,” Quart. Jour. Econ., Vol. LIX, No. 2 [Feb., 1945], p. 
285.) This sentence would seem to be sufficient evidence that Professor Eiteman himsli 
does not believe that the cost curves END at capacity since the fair inference is that over 
time production is a practical possibility, but occurs after capacity has been reached. 


“This is not the same as saying that the marginal revenue curve rises vertically a 
capacity, although even that statement is entirely consistent with the mathematics of 4 
situation in which it is impossible to produce a single unit beyond capacity. For a thorough 
discussion of this point see Mr. Bishop’s paper in this issue of the Review. 

*2In May, 1929 the entire steel industry was operating at 101.68 per cent of rated ingot 
capacity according to the American Iron and Steel Institute (New York Times, Oct. ”’, 
1942, p. 35). In October, 1942 the industry operated for “three consecutive weeks at bette! 
than estimated capacity” (ibid., Nov. 3, 1942, p. 31). In September and October, 1945 the 
industry again exceeded capacity for seven consecutive weeks (reaching a high of 102. 
per cent for the week of October 10), and this in spite of a coal strike during part 
October. It must be remembered that these are average figures for the industry as a whole 
not for a single plant. To the extent that some plants fell short of this average, other 
must similarly have exceeded it. For instance, output of electric furnaces (again an averagt 
of a number of plants) reached 105.1 per cent of capacity for the month of June, 19% 
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To digress for a moment, I would like to say a word about Professor Eite- 
man’s point of departure. It may be true that current textbooks have erred 
somewhat in failing to give adequate recognition to the concept of capacity, 
but it is more an error of omission than of misstatement. Professor Eiteman 
commits the sin of false witness when he states in the text of his article that 
his Figure 2 shows curves “taken from a well-known and widely used text- 
book” (p. 912). In the footnote he modifies this bald statement by ad- 
mitting that the figure is merely “modelled after that found on page 114 of 
Economic Analysis and Public Policy, by Bowman and Bach” (p. 912n.). Un- 
jortunately, the modelling has significantly changed the meaning of the graph, 
as a glance at the original will suffice to show. Bowman and Bach do not in- 
dicate any ‘““Capacity Output” such as Professor Eiteman includes, and there- 
fore there is no assumption, as inferred by Professor Eiteman, that the most 
efficient output lies well to the left of capacity. As a matter of fact, taking 
the original Bowman and Bach graph, it would be more plausible to assume 
that “capacity” should be indicated at an input of 8 units or thereabouts 
(rather than at about 22, as Professor Eiteman draws it), and that the sharp 
drop in average product for larger inputs is due to the difficulties of producing 
beyond capacity.** Furthermore, it should be noted that this is an input 
graph (which distorts output relationships) and that in terms of output (in 
which production is invariably measured by business men), even assuming 
capacity to be where Professor Eiteman places it, the least-cost point occurs 
at 73 per cent of capacity,’* not “near 35 per cent of capacity” (p. 910). 

We are forced to conclude that Professor Eiteman’s attack on the marginal 
determination of optimum production has failed. This is not to say that the 
marginal theory has thereby been proved, but merely that it has not, on this 
basis, been disproved. It is, therefore, appropriate to go on and analyze the 
system which Professor Eiteman offers as a substitute for marginal theory. 
This is very simply that manufacturers reduce production when their in- 
ventories of finished goods increase (or are expected to increase) and increase 
production when their inventories decline (or are expected to decline). This 


while the figure for the whole industry (including open hearth and bessemer) was only 
96.3 per cent for the same period (ibid., Nov. 9, 1943, p. 33). The Brookings Institution 
estimated that pig iron production exceeded “practical capacity” for all of 1916 and a 
substantial part of 1917, as well as for shorter periods in 1918 and 1923 (Nourse, op. cit., 
p. 253; see also pp. 254-58). 

“It would appear from Professor Eiteman’s Figure 2 that in determining where to 
indicate “Capacity Output” he has chosen the point where marginal product becomes zero. 
This would imply a definition of capacity as the point of maximum possible output. Given 
such @ meaning: (a) it would be impossible for the least cost point to occur at capacity 
since that would imply a maximum average product of zero units (unless the marginal 
product fell precipitously at this point); (b) marginal costs would rise to infinity (that is, 
vertically) at capacity because of the impossibility of producing even one additional unit 
ol output; and (c) neither business men nor engineers would expect any plant normally to 
operate at capacity. This is primarily a matter of definition, which has already been dis- 
cussed. Whatever definition we choose, we should at least be consistent. 

“ Least-cost point (maximum average product) at an output of 2604 units as against a 
maximum possible output of 3575 units. See Bowman and Bach, op. cit., p. 112, Table 6-1, 
‘rom which the graph in question is derived. 
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is undoubtedly entirely correct in many cases, but in itself it is not a theory 
of basic significance, since changes in inventories are themselves merely symp. 
toms of changes in supply and/or demand. If we assume the firm’s outpy; 
and price policy to be constant, an increase in inventories is the tangibk 
evidence of a decline in the demand for its product. There are three ways to 
correct or prevent such an increase: (1) reduce prices in order to take aj. 
vantage of the larger quantities which consumers will absorb at such lowe 
prices, (2) reduce production so that the amount brought to market will no: 
exceed the amount demanded at the old price, or (3) a combination of the 
above two methods, reducing both price and production somewhat. In the 
absence of any other criterion of action except the increase in inventories, 
there is no reason why a producer should adopt any one of these alternatives 
as preferable to the others. 

The marginal analysis does give a basis for choice. Since the new marginal 
revenue curve (corresponding to a decreased demand) will lie to the left of 
the old (or, in the case of pure competition, below the old), it must cut the 
Marginal cost curve at a smaller output. Production, therefore, will be re- 
duced. In many cases price likewise will be reduced. Let us look at each 
situation separately. 

Under pure competition, since the producer has no control over the price, 
he must sell his output at whatever price prevails in the market. As a 
reduced demand will result in a lower market price, he must decrease his own 
price to this new level. At this price he can sell his entire output, but until 
he adopts this price he can sell mone of his output. It is difficult to see how 
a decision to restrict production can help his inventory situation under these 
circumstances. Although Professor Eiteman specifically states that “marginal 
costs are not considered in making these decisions” (p. 917),'° it is only by 
the marginal-cost approach that we can explain a decline in output in this 
case. 

As for monopoly and monopolistic competition, according to the marginal 
analysis prices will be reduced unless the marginal cost rises as output is 
cut’® or unless the new demand curve is significantly less elastic than the 
old in the relevant range. Since neither of these conditions is likely to hold 
true for the great majority of cases, we should expect a fall in demand to be 
followed by a decline in price as well as in production. Although there are 
undoubtedly exceptions, this is what normally happens,” as Professor Eite- 
man states, although his theory of inventories gives no reason why this result 


“Tt is a little difficult to determine what market situation Professor Eiteman has i 
mind. Inasmuch as his reasoning seems to be concerned with the effects of an initial “sudden 
decline in retail sales prices” (p. 917), there is some indication that he is concerned wit! 
pure competition, since under any other situation a reduction in price is the reaction of 4 
business man to a given set of circumstances, not a cause of action. At other points (¢£. 
p. 913n.) he specifically refers to imperfect competition. Certainly no analysis which applies 
only to pure competition can lay claim to being an explanation of current business activity 
for the greater part of our economy. 

The extent of the rise necessary to maintain (or raise) prices depending on the shape 
of the demand curves. 

* Except for the minor shifts which are absorbed in inventory variation. 
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should follow in preference to a reduction in either prices or inventories 
alone. 

Finally, with respect to oligopoly the price might fall as under monopolistic 
competition or it might remain constant because of the kinked nature of 
the demand curves, new as well as old.** The exact result depends on a great 
number of factors, but in many cases the whole force of the change would 
be felt in production. The National Resources Committee (as well as our own 
observation) gives us reason to believe that this is actually what happens.’® 

As a final word we might add that, except for the case of pure competition, 
a reduction in output following a decline in demand is not instituted solely 
(in many cases not at all) in order to “decrease unit operating costs” (p. 
918n.), but also (or rather—depending on the particular case) in order to 
move upward along the (new) marginal revenue curve. Such action might 
be taken even if it meant increasing unit operating costs. 

Marginal analysis, therefore, explains a good deal that Professor Eiteman’s 
inventories theory cannot account for. Again we admit that we have not 
proved the correctness of the marginal theory, but have merely shown that 
it is superior to Professor Eiteman’s alternative. 

In particular it seems well to point out that the older classicists as well as 
some of the newer textbooks tend to give the impression (whether intention- 
ally or not is beside the point) that the marginal analysis reduces the decisions 
of the business man to the simple process of reading a graph prepared by his 
statistician according to a definite mathematical formula. Ah, that it were so! 

Actually there are three major difficulties in applying the marginal analysis 
to a concrete situation. First is the baffling statistical problem of attempting 
to derive actual demand and cost curves even when they refer to the past. 
Second is the fact that past curves are significant only as a starting point for 
the business man’s estimation of future trends, leaving room for wide margins 
of error in expectations. Finally, business men may not be influenced solely 
by the profit motive—habit, altruism, pride, or other noneconomic factors 
may be important—and here the marginal theory gives us no guide whatever.”° 

But if we assume that business men are activated by the profit motive and 
are rational,** then we have already assumed that they attempt—within the 
limits of their knowledge, inclination, and competence—to maximize profits, 
and the only method we have yet devised for showing how this can be done 


“Cf. Paul Sweezy, “Demand under Conditions of Oligopoly,” Jour. Pol. Econ., Vol. 
XLVII, No. 4 (Aug., 1939), pp. 568-73. 

‘Structure of the American Economy, Part I (Government Printing Office, 1939), pp. 
137-41. Cf. also Chart II, pp. 112-113 with Appendix II, Table 1, pp. 188-199. 

“For an excellent discussion of the meaning and limitations of marginal theory see 
Fritz Machlup, “Marginal Analysis and Empirical Research,” Am. Econ. Rev., Vol. XXXVI, 
No. 4 (Sept., 1946), Part I, pp. 519-54. 

‘If we deny these assumptions, then no theory of production is adequate unless it 
explains what motive other than profit activates business men, and by what means other 
than reason they attempt to achieve their goal. The marginal analysis admits variations 
‘rom the point of maximum profit as long as they can be explained by reference to the 


actual facts of the case. But the starting point of the analysis—maximum profit—still 
remains. 
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in the final analysis is by the marginal concept. An imperfect process, as. 
suredly, and one that brings headaches to many an economist and even mor 
business men, yet the marginal cost, marginal revenue concept—marred by 
inadequate information, distorted by personal interpretations and irrationali. 
ties, and limited by extra-economic motives—is nonetheless recognizable a 
the fundamental principle of optimum production in a profit economy. 
WALTER W. Hatrnes* 


*The author is assistant professor of economics in University College, New Yor 
University. 


The Trade Matrix: A Further Comment on Professor Frisch’s Paper 


Professor Frisch’s discussion of the trade matrix has neglected, and Dr 
Polak’s comment thereupon’ has not sufficiently isolated, some significant im- 
plications which impair the trustworthiness of the matrix as a basis for policy 
decisions by the International Monetary Fund and International Trade Or. 
ganization. These may be briefly indicated. 

Fundamentally, Professor Frisch’s problem amounts to a determination of 
the magnitude of dS/dx, where S represents the skewness of the trade matrix 
and x represents in turn each of several possible operations which seek to 
reduce S to zero, subject to the restraint that the reduction in the total 
volume of world trade be minimized. Professor Frisch is specifically con- 
cerned with contrasting the use of proportional import restrictions and cer- 
tain designated non-proportional import restrictions. 

However, in comparing these alternative operations, Professor Frisch fails 
to consider the long-run effeci of each operation in terms of its inter-country 
repercussions. Not only does his analysis rest upon the “asymmetry assump- 
tion” noted by Dr. Polak, but it makes the further assumption that when 
the active balance of a surplus country is reduced by the import restrictions 
of the deficit countries, the former country will retain its imports from all 
countries at the initial level in spite of the fact that its national income will 
be falling due to the decline in its export balance. This unrealistic assumption 
is merely indicative of the more general neglect in Professor Frisch’s analysis 
of such important coefficients as the marginal propensity to import, income 
elasticity of demand for imports, price elasticity of demand for imports, ané 
price elasticities of supply, as well as the total multiplier for each country. 

This is indeed a formidable list. But these coefficients must be considered 
before all the inter-country repercussions resulting from a change in one of the 
elements of the matrix can be determined. If these repercussions were con- 
sidered, the results of Professor Frisch’s operations may well be the opposite 
of those presented in his article, depending upon the numerical values of the 
coefficients. If the extent of the reactions is unknown, then even a qualitative 
conclusion is uncertain. , 

To maintain that these values are not yet known with a sufficient degree 0! 


? Ragnar Frisch, “On the Need for Forecasting a Multilateral Balance of Payments, 
this Review, Vol. XXXVII, No. 4 (Sept., 1947), pp. 535-51; J. J. Polak, “Balancing Inter- 
national Trade,” this Review, Vol. XXXVIII, No. 1 (Mar. 1948), pp. 139-42. 
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statistical accuracy is only to weaken Professor Frisch’s analysis a fortiori. 
For how can the magnitude of dS/dx be exactly determined without such 
knowledge? And, if one does not resort to crude extrapolation, how else can 
future matrices be forecast from the present matrix? Either one must consider 
these relevant coefficients—and thereby possibly reach conclusions different 
from Professor Frisch’s, or else he must plead a lack of data, and thereby 
admit the limited operational significance of his analysis and the impossibility 
of making economically meaningful forecasts. An answer to this dilemma is 
not apparent in Professor Frisch’s paper. 

One can establish certain “import-export coefficients” from the existing 
structure of any one matrix. These may take the form of a ratio of country 
A’s exports to country B to the total exports of country A, or a ratio of the 
imports by country A from country B to the total exports of country A. The 
primary problem, however, is to forecast changes in these coefficients. To do 
this one must know not only the numerical values of the previously men- 
tioned variables, but also their general interdependence and dynamical rela- 
tionships. For, since “coupling” is a common feature in the international 
economy, it is not possible to allow one sector of the system to vary and 
still keep the other sectors constant without making contradictory assump- 
tions. In many cases a country may not be important to the whole world 
economy, but the converse situation is rare. Under conditions of multilateral- 
ism, it may be quite generally true that country A imports a considerable 
share of country B’s exports, but that A exports its major share elsewhere 
than to B. Then we must consider the influence of A on B and the influence 
of the other countries on A. 

Naturally, as in most economic problems, one cannot consider all the vari- 
ables. Yet the operational significance of the trade matrix depends upon the 
possibility of isolating and considering at least the most important and rele- 
vant variables. If these cannot be isolated and measured exactly, then it is 
inadmissible to advocate policy upon the basis of an analysis which presup- 
poses such definite measurement. 

Furthermore, it should be recognized that the skewness of the matrix may 
be symptomatic of different kinds of disequilibria. The disequilibrium may be 
of a cyclical or non-cyclical character and, under the latter, either a price 
disequilibrium or a structural disequilibrium.* Even though the payment effect 
may be present in all these cases, it is apparent that discriminatory import 
restrictions would not be the best type of policy in each case. To contend that 
non-proportional import restrictions should be adopted whenever a skewness 
appears, is to deny the validity of arguments which stress internal recovery 
programs for cyclical disequilibrium, devaluation for price disequilibrium, 
and certain internal measures for structural disequilibrium. 

It may also be noted that the existence of a skewness in the matrix does 


M. Goodwin, “Dynamical Coupling with Especial Reference to Markets Having 
n Lags,” Econometrica, Vol. XV (July, 1947), pp. 181-83. 
1 J J. Polak, “Exchange Depreciation and International Monetary Stability,” Rev. 
n. Statistics, Vol. XXIX (Aug. 1947), pp. 173-83. 
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not ipso facto require that the I.M.F. and I.T.O. immediately act to eliminate 
it. A country will be experiencing a deficit in its balance of payments jj 
there is a net decline in its official holdings of gold and foreign exchange, ply; 
a net increase in its foreign short term liabilities and/or in the Fund’s holding; 
of its currency. But the I.M.F. and I.T.O. need take action only after the 
deficit country has made substantial use of its international reserves, jp. 
cluding its quota with the Fund. Then the appropriate policy will depend 
upon the type of disequilibrium which exists. 

The trade matrix may serve a useful purpose as an accounting device and 
as a framework for further studies of the structure of the international 
economy and the types of inter-country repercussions which may occur as a 
result of a change in any one sector of the system. Nevertheless, until the 
relevant econometric coefficients are determined and the methods of fore. 
casting are improved, it is difficult to share Professor Frisch’s enthusiasm for 
the trade matrix as a basis for policy decisions. 

GERALD M. MetEr* 


* The author, at time of writing, was a graduate student at Harvard University and is 
now a Rhodes scholar at University College, Oxford. 


Statement on the Choice of Textbooks 


The president of the American Economic Association has sent the follow- 
ing statement to the presidents, the chairmen of Boards of Trustees or 
Regents, and the chairmen of departments of economics of all American 
colleges and universities. 


At the meeting of the Executive Committee held in Chicago, December 27, 
1947, the following statement was drafted for submission to the business 
meeting of the Association: 

In annual meeting, held in Chicago, Illinois, December 30, 1947, the 

members of the American Economic Association record their continued 

affirmation that university and college teachers must have the free and 
untrammeled right to select for use in their teaching and research such 
textbooks and related materials as they, no others, believe will promote 
the purposes which their courses are intended by the teachers to serve. 


At the business meeting the statement adopted by the Executive Committee 
was approved and it was voted that such a statement be sent by the Commit: 
tee to the administrations of all colleges and universities having economics 
departments. It was suggested, also, that a committee, composed of past pres!- 
dents of the Association, be established to which matters of academic freedom 
may be referred. Such a committee has been constituted. 
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BOOK REVIEWS 


Economic Theory; General Works 


The Economic Mind in American Civilization, 1606-1865. By JosEPH Dorr- 
MAN. (New York: Viking Press. 1946. Two vols. Vol. I: pp. xii, 499, xxi; 
Vol. Il: pp. vii, 485, lv. $7.50.) 

Professor Dorfman has provided a vast storehouse of information which 
illustrates the following thesis: Economic theory is not a search for truth 
disembodied from the historical context of practical issues, and the theorist’s 
reactions towards these issues. Rather than that, economic theory is created 
in this manner: The theorist originally makes a fundamental value-judgment 
n which he envisages the kind of society he prefers. The theorist then ad- 
vances propositions as to how free and orderly allocation of resources can 
take place in the kind of society he prefers. These hypothetical propositions 
are subjected to the test of fact, impartially controlled. In this procedure the 
traditional scientific virtues of objectivity and impartiality do have, or at 
least should have, full sway. Numerous original propositions may be modified 
as the result of the test of facts, and the theorist’s original preferences do not, 
or at least should not, prevent him from altering and modifying his original 
practical aims if the facts require modification. 

The following is evident: Let two theorists depart from differing value- 
judgments. Let it be understood that in the course of their work both im- 
partially modify their original practical aims to the extent that the facts re- 
quire. Two different systems of economic thought will emerge. To the extent 
that the test of fact has been impartially administered, each thought-system 

constitute an entirely scientific demonstration of a free and orderly 
allocation of resources. Naturally, in each system little attention will be paid 
to the practical implementation of certain social preferences which are basic 
to the other thought-system, respectively. To recognize that is only to ac- 
knowledge the ineluctable FACT that this is a multi-valued world, and that 

economic life can in a practical way be ordered to one or the other of a 

practical range of social preferences.* 

Unfortunately, sight has frequently been lost of this relativity of economic 
thought-systems. Too often a given system of economic thought has been 
tested for internal consistency by reference to the logical requirements of 
some other-value-based system of thought. This question-begging use and 
wont has brought into existence a tangled intellectual undergrowth. In this 
undergrowth dwell, for instance, a number of “Histories of Economic 
Thought” which judge all past (and even future) theories from the viewpoints 
' practical projections of Marshallian equilibrium economics (as amended) 


‘It is of course valid to erect an heuristic structure of thought. 
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or Marxian economics (as largely unamended). The chief worth of such ip. 
tellectual bogs seems to be that of testing the ordinary student’s capacity for 
endurance in the face of forbidding obstacles to the exercise of common sense 

It is accordingly refreshing to find that Professor Dorfman provides a 
solid framework of evidence which goes to show that the meaning of economic 
theory is derived from an understanding of a theorist’s place in the public 
controversy of his times. There is ample grist for the mill in some one thov. 
sand pages of excerpts covering an accumulation—over a period of two hun- 
dred and fifty years—of “treatises, tracts, fiction, poetry, state document: 
newspapers, speeches,” and so forth. 

Deplorably, however, Professor Dorfman’s execution of his task is tedious, 
Too many dabblers and rank opportunists in economic theory are exhumed 
and exhibited with a show of gravity quite unbecoming their accomplish. 
ments. 

For example, Professor Dorfman’s treatment of the “hot-air” period of 
the 1840’s is badly marred by the introduction of lines of sales talk peddled 
by several scoundrels, self-preserving politicians, and quack promoters. 
Stephen Simpson and Dr. Thomas W. Dyott, joint promoters of a swindle 
labor bank scheme receive three solid pages of treatment. But Henry David 
Thoreau is allocated a mere five lines—and that only in the context of his 
criticism of the quack real estate promoter John Adolphus Etzler. Etzler js 
allocated over two pages while the genuine land-reformer Thomas Skidmore 
is rationed to a little less than one page. 

Surely the “hot-air” period of the 1840’s deserves kinder consideration. 
We have carried over from it a good deal of our modern liberal habits of 
thought regarding social reform, for instance the co-operative emphasis in 
American economic thought. Henry David Thoreau was on the scene when 
this co-operative emphasis grew young; he understood it; and he registered 
in a penetratingly human way some of its major spiritual defects in his time. 
Thus forewarned we can apply an improved co-operative emphasis to the 
attempted solution of “the curse of economic bigness,” as Judge Brandeis 
used to call it. It is a great pity that Professor Dorfman did not head his 
expedition into the past to such promising shores. 

Similarly neglectful of broader scopes and implications, Professor Dorfman 
has given us the kind of thought-history of the labor movement which is 
equivalent to what a contemporary labor history would be, were it heavily 
documented with the incidental utterings on economics of Willy Bioff, the 
Ham-and-Egg movement, or David Dubinsky . . . to the relative neglect 0! 
such sterling men of understanding as Selig Perlman or Max Lerner. 

It is at junctures such as these that the reviewer wondered whether Pro- 
fessor Dorfman actually entertains a thesis of the relativity of economic 
doctrines. Yet, without benefit of this thesis it is difficult to see how even 2 
reader of unusual resourcefulness and uncommon persistence “will be able ‘ 
carry away from these 987 pages much more than confused and amorphous 
impressions.””* 

* Quoted from Professor A. B. Wolfe’s able review of Dorfman’s book in The Journ 
of Political Economy, Vol. LV, No. 1 (Feb., 1947), pp. 65-68. 


conte 
of Je 
polic 
hypo 
point 
tonia 
ences 
ism, 
On t 
temp 
cause 
demo 
It 
descr 
spirit 
scien 
prom 
sister 
thus 
mutu 
assun 
betwe 
walk 
label 


the b 
based 
this ¢ 

a ¢ 
Was C 
societ 
in the 
of thi 
made 
scient 
cours 

Pre 
the re 


been 


Dor! 

forni 

Pr 
f th 

An 
\ W 


BOOK REVIEWS 629 


[he thesis of the relativity of economic doctrines was applied to Professor 
Dorfman’s book by the late Professor Leo Rogin, of the University of Cali- 
fornia. Only his untimely death prevented him from writing this review. 

Professor Rogin’s notes on Dorfman’s work point to numerous illustrations 
of the thesis that economic theory must be understood in terms of the authors 
as they moved, value-wise and with more or less scientific acumen, in the 
context of the practical issues of their times. There is, for instance, the matter 
of Jefferson’s support of the Bank, and his carrying out of the Hamiltonian 
policy of meeting debt charges. To some federalists that appeared to be 
h pocritical because it was inconsistent with a rigid agrarianism. But the 
point is that Jefferson’s refusal to undertake a radical elimination of Hamil- 
tonian Measures was consistent with his sense of justice—his social prefer- 
ences, that is. In other words, had Jefferson gone to extremes with agrarian- 
ism, he would have been truly inconsistent, and unscientific in his approach. 
On the other hand, acting consistently with his original social preferences as 
tempered by the test of facts, Jefferson could and did operate objectively. Be- 
cause of that Professor Dorfman clumsily calls him a “commercial agrarian 
democrat.” 

It would have been better not to mark Jefferson with a label that may be 
descriptive in a way, but which may imply non-scientific behavior. Jefferson’s 
spirit still penetrates American thought-life precisely because he behaved 
scientifically. Jefferson was a master in the use of the technology of com- 
promise. Compromise as a means of social adjustment requires practical con- 
sistency within preference-frameworks of the parties to compromise. Only 
hus can both sides have an insight into their common practical problem of 
mutual sacrifice. Give-and-take cannot exist where either party to a bargain 
assumes that it has a monopoly of “true values.” In today’s great contest 
between Jeffersonian social technology and the rankest opportunism in every 
walk of life it is hardly useful to mark the great social technologist with a 
label that might even remotely suggest that he was a confused person. 

Another good illustration of the relativity of economic doctrines may be 
observed in Professor Dorfman’s work where he cites the career of Francis 
A. Walker as an economic theorist. Walker declared political economy to be 
the business man’s science. Thereby he expressed his preference for a society 
based on the private-accountancy type of economic control. Consistent with 
this orientation, Walker projected a practical program of 100 per cent money 

a currency based on a 100 per cent specie reserve. This proposed policy 
was opposed by persons holding other social preferences, i.e., those wanting a 
society in which speculative profits can be made by reason of the fluctuations 
in the value of the currency. Such persons accused Walker of being an enemy 

i the banks (p. 752). Recent amendments of Walker’s proposal have been 
made in the light of the facts. The proposal as amended still stands as a 
scientific proposal relative to certain social preferences which are not, of 
course, universally shared. 

Professor Dorfman’s book contains many other illustrations of the thesis of 
the relativity of economic doctrines. Unfortunately, Professor Dorfman has 
been unwilling or unable to highlight these illustrations. It would seem that 


(OO 
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he preferred literally, but not literarily, to overwhelm the reader with the 
currently naive reminder that commercialism was a thickly rooted leitmotij 
in the thought-life of the period surveyed. 

The general reader and even the trained observer will labor through the 
two volumes of Professor Dorfman’s work with a growing conviction that he 
has been exposed to “cruel and unusual punishment.” Yet if the reader js 
fortified with a firm insight into the relativistic nature of economic doctrines. 
he stands to benefit. 

GEORGE W. ZINKE 

University of Colorado 


Modern Economic Thought: The American Contribution. By ALtan (, 
Grucuy. (New York: Prentice-Hall. 1947. Pp. xvi, 670. $5.65.) 


The actual subject matter of this book is somewhat more limited than its 
title implies. The most distinctive American contribution to modern eco- 
nomic thought, in Professor Gruchy’s opinion, is that of the institutional 
economists, and it is to this contribution that his essay is actually devoted, 
Of those who have contributed to the development of institutional economics 
in this country, he has selected six individuals for special study: Thorstein 
Veblen, John R. Commons, Wesley C. Mitchell, John M. Clark, Rexford 6. 
Tugwell, and Gardiner C. Means. Although the major part of the book is 
devoted to six interrelated essays on the economics of these individuals, 
Professor Gruchy’s principal objective, to which is devoted a concluding 
chapter, is the formulation of a general statement of the nature and scope 
of the economics of this new “school.” 

Professor Gruchy is anxious to convince the skeptical reader that these 
six individuals, together with some others who receive briefer mention, really 
do constitute a school of economics, since (p. 18) their work “reflects a com- 
mon intellectual orientation.” He prefers to call them the “holistic” econo- 
mists, a term which for some reason is unappealing, but which he justifies on 
the basis that these economists are interested in the way in which the Ameri- 
can economic system, viewed as a whole, functions and changes. It is just 
this interest in the economy as a whole, as a sort of “going concern” (p. 5), or 
“evolving scheme of things or cultural process” (p. 19), which seems to 
constitute the common intellectual orientation of the school. 

In the six essays on the leading exponents of holistic economics, Professor 
Gruchy has performed a useful service. Much careful, painstaking work has 
had to be done on the very extensive contributions that constitute the basic 
material, and the task of integration and analysis has been performed com- 
petently. The individual essays are sufficiently extensive so that the reader 
really has an opportunity to become reasonably well acquainted with the in- 
tellectual background and associations, the psychological and methodological 
views, and the more important specialized contributions of the six economists. 

There is, I suppose of necessity, a considerable amount of repetition in- 
volved in this sort of presentation, since it is almost inseparable from the 
author’s desire to demonstrate how much these six economists really have in 
common and how clearly they constitute a school of thought. It is als0 
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pardonable that the author should show throughout a rather strong bias in 
favor of the contributions of his six subjects. Take, for example, his appraisal 
of Veblen (p. 234), of whose writings, let me hasten to say, I am also an 
admirer: 


His evolutionary economics presents a body of economic theories which are 
more relevant to the problems and issues of the twentieth century than are the 
economic theories of the equilibrium economists. This greater relevancy of Veb- 
len’s institutional economics is derived from its central theories of economic con- 
flict and change. Besides closing the gap between theory and practice, Veblen’s 
evolutionary economics gives a futuristic slant to economic thought. . . . He felt 
that his analysis of the logic of capitalistic development would enable the econo- 
mist to peer into the immediate future with a certain degree of scientific ob- 
iectivity. For this reason his economic theorizing provides a basis for public 
policy-making. 


There may even be some chronic skeptics who would not fully endorse the 
author’s characterization (p. 406) of Professor Tugwell as one ‘‘who has been 
gifted with the necessary mental equipment to penetrate the future with novel 
and challenging thoughts.” It should be added, however, that Professor 
Gruchy has not been hesitant to criticize Veblen for the lack of unity dis- 
played in the development of the latter’s system of thought; he points out 
the limitations on the effectiveness of Professor Commons’ work; and he draws 
attention to imperfections in the contributions of some of the others. 

Professor Gruchy’s concluding essay on the economics of the holistic 
school warrants particular attention. It is here that he undertakes to formu- 
late the doctrines which these six writers have in common and which, he 
believes, justify him in regarding their work as the most distinctive con- 
tribution to American economic thought. In brief, the essential propositions on 
which Professor Gruchy believes the members of the school would agree 
are: (1) The economic order must be viewed as an evolving scheme of things 
or cultural process (p. 19), about which “it is possible to make some useful 
generalizations as to the nature and direction of economic evolution” (pp. 
25-26, 555-57). (2) “The functioning and growth of the American economy 
are to a very important extent controlled or conditioned by a logic inherent 
in that economy” (p. 559). (3) Analysis of the structure and functioning 
of the economy must rest, not upon an individualistic, rationalistic psychology, 
but upon the view of economic behavior as essentially social or collective in 
character (p. 563). (4) The structure of the American economy is highly 
complex, with an inner core of highly monopolistic enterprise, an outlying 
area of mixed competition and monopoly, or “workable” competition, and a 
peripheral region of highly competitive enterprise (pp. 565-67). (5) The 
functioning of the American economy is characterized by increasing cen- 
tralization, partly as a result of technological innovation and partly as a 
result of the changing nature of business organization; and by a price system 
which fails to allocate resources efficiently, to prevent the growth of un- 

‘Professor Gruchy seems to favor the view that the inherent “logic” which is shaping 
the development of the American economy is “technology,” which “is throwing economic 
activity into a mold which is becoming increasingly collective in nature” (p. 620). 
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earned incomes, or to maintain full employment of resources (pp. 568-77), believ 
(6) Some form of intervention will be necessary if the price system is ty ment 
perform these functions properly and, some would say, a degree of national 
economic planning will be required (p. 580). Sta 
Although Professor Gruchy feels that the authors he treats have failed 
achieve a complete integration of their special studies into a systematic view Vode 
of the whole economy, he credits the school with having achieved a broaden. “i 
ing of the scope of economic theory, a lowering of the barriers between Cur 
economics and the other social sciences, and “the closing of the gap between : 
economic theory and practice” (p. 620).? yates 
It is, I believe, a matter for regret that Professor Gruchy has chosen to en 
draw such a sharp line between the contributions of his six “heterodox” se 
economists, and the work of “orthodox” economists. In contrast with a 
holistic economics, orthodox economics is characterized as “an abstract uni- to a 
versal type of economics” (p. 27) based on an “atomistic methodological Kiekt 
approach” (p. 19) and a “static rationalistic psychology” (p. 18). Reasoning rt 
from “a certain set of assumed motives and circumstances to hypothetically “Revi 
normal conduct” (p. 269), the orthodox economists conceive of the economy ‘he 
as a fundamentally stable mechanism (p. 10) tending always towards equi- . 
librium and blessed by “a basic social or cultural harmony underlying eco- Sens 
nomic activities” (p. 67). The orthodox economists have little interest in “the ia t 
trends of economic life,” (p. 123), and they neglect “the dynamic, changing nation 
aspects of economic activity” (p. 10). alli 
I am unable to identify any contemporary American economists who would which 
fit very well Professor Gruchy’s category of orthodox economists, and | nae 
therefore see little to be gained by the sharp contrast which he has drawn. cnstit 
I suspect that he has been misled by his own tendency to identify “orthodox” helne 
economics with that part of economics which is devoted to the subjects o/ nite 
value and distribution.* Monetary theory, business cycle theory, the contribu- nee 
tions of the economic historians, and even the general theory of employment Gnd ¢ 
are left out of his dichotomy (except that, of course, the business cycle The | 
theory of Professors Mitchell and Clark is included in holistic economics). thon 
The work of modern economists in the United States in my opinion cannot ohe} 
be divided into two mutually exclusive streams of thought—the one institv- Fre 
tional, pragmatic, developmental and “realistic,” the other abstract, deduc- sme 
tive, limited to equilibricm conditions, and unrealistic. Professor Gruchy, in diffict 
his enthusiasm for the admittedly very important contributions of the small cue 
group of economists he has selected for examination, has, I think, been guilty ciple 
of an oversimplification of the trends in American economic thought. By nine. 
implication at least, he has also, probably quite unintentionally, done some- pte 
thing less than justice to the contributions of those economists in the United of th 
States whom he places in the orthodox camp. The time has now passed, ! pond 
* By this last achievement, Professor Gruchy means, apparently, that “holistic” eco- made 
nomics is more useful for attacking contemporary economic problems than other kind still 
of economics. econc 


* See, for example, pp. 581-84. Cf. Allyn A. Young, “The Trend of Economics, as Seeo 
by Some American Economists,” Quart. Jour. Econ., Vol. XXXIX (Feb., 1925), p. 172 2 
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believe, when this sort of dichotomous absolutism might benefit the develop- 
ment of economics. 
B. F. HaLey 
Stanford University 


Modern Economics. By ARTHUR Epwarp Burns, ALFRED C. NEAL, and D. S. 
Watson. (New York: Harcourt, Brace. 1948. Pp. xvi, 954. $5.00.) 


Curtail and dilute neo-classicism, mix with generous portions of institutional 
economics, add aggregative analysis and a discussion of socialism. The result, 
approximately, is the coverage of Modern Economics, the new, 42-chapter 
text written in large part by members of the economics department at George 
Washington University. In quantity and variety of subject matter, the book 
js thus more akin to the newly supplemented Bowman and Bach than it is, say, 
to such representatives of rival schools of texts as Tarshis, Myers, and 
Kiekhofer. Emphasis on neo-classicism, however, is much less pronounced 


“Keynesian revolution” is much greater. 

In all there are nine parts, beginning with “The Scope of Economics,” 
continuing with “National Income and the Employment of Resources,” “The 
Monetary Process,” “Prices and the Allocation of Resources,” “Management 
and the Control of Economic Resources,” “Government Finance,” “Inter- 
national Economics,” and “Personal Distribution and Uses of Income,” and 
ending with “Types of Economic Systems.” Thus virtually all the major topics 
which economists of the leading schools have introduced into the first-year 
course are paid some attention. The familiar description of basic economic 
institutions is postponed until the second half of the book, however, instead of 
being placed in an introductory position. For reasons of student interest, the 
authors have also placed value and distribution after income and employ- 
ment analysis and money and banking—a decision which few teachers will 
find difficult to understand, even if they prefer the more usual arrangement. 
The first chapter, “The Bases of Economic Activity,” is more of a summary 
than an introduction, and will probably prove of more value to students 
who have completed the course than to those who are just starting it. 

From the standpoint of organization and coverage, the chief objections 
seem to be the enormous amount of material which has to be covered, the 
difficulty of selecting adequately large omissions without disrupting the 
course, and the scattered presentation which violates the pedagogical prin- 
ciple of concentration of effort. Most teachers of first-year courses have eight, 
nine, or ten quarter-hours at their disposal. Adequate coverage of Modern 
Economics would require at least 50 per cent more time. If the second half 
of the book is reasoned to move much more rapidly because of the pre- 
ponderance of factual and other uncomplicated material, and the decision is 


still include the nature of economics, economic history, the conditions of 

economic progress, the process of production, incor.e and output, savings and 

investment, economic fluctuations, the prospects of economic progress, mone- 


oh 
} «ban that in Bowman and Bach, and emphasis on the products of the - * 
made to cover only 380 pages in the first term, the subjects discussed would 


634 THE AMERICAN ECONOMIC REVIEW 


tary functions, monetary standards, commercial and central banking, mone. 
tary theory and monetary problems, the role of price, demand, supply, purely 
competitive price, imperfectly competitive price, and price policy. Moreover, 
the 552 pages reserved for the second term would also provide a neat temporal 
problem. The facts that the book is more readable than most, that it stresses 
simplicity rather than formal elegance of presentation, and that well written 
summaries are provided at the end of each chapter and/or part would lessen 
the temporal difficulty somewhat, but would by no means remove it. 

Nor, as has been stated above, can carefully selected omissions thoroughly 
turn the trick. Certain sections can be omitted very easily, for example, Part 
IX on Economic Systems. Moreover, substantial parts of other sections might 
be cut without great loss, but the major trouble is that, as the book is now 
written, some earlier discussions leave great gaps which can be filled in only 
by coverage of later passages. For instance, the aggregative analysis of Part 
II is misleadingly simple unless it is complemented by sections in Chapters 
10, 11, 18, 19, 22, 31, 33, 36, and 37-40, which cover such topics as central 
banking, monetary theory, wages, interest rates, index number, fiscal policy, 
trade policy, and personal income distribution. (Even then, it might be 
added, the aggregative analysis is not sufficiently modified.) Similarly, Chap- 
ters 15 and 16 on Prices and Markets are much more meaningful when ma- 
terial from Chapters 29-30 and 33 is also covered. As these remarks indicate, 
the organization which the authors have in mind calls for frequent return to 
the same general questions, taking up various aspects of the questions at 
rather widely separated times. To a certain extent, of course, such a procedure 
is necessary. The extent of this scattering seems excessive, however, and 
carries with it the very real danger that, either the connections between 
earlier and later discussions will not be adequately stressed, or that much 
time will be wasted. 

These comments, however, are not intended to imply that the organization 
of Modern Economics allows only one organization of the course. The con- 
trary is true; a high degree of flexibility is present. For instance, teachers who 
prefer to describe basic institutions and to teach a little accounting at the 
start of the course will find that Part V relies very little upon earlier chapters 
and thus can without great inconvenience be placed directly after Chapter 2. 
Likewise, teachers who believe that income analysis can be better understood 
after money and price levels have been covered can, without great loss, make 
Part III and passages in Chapter 22 precede Part II. 

The leading “theoretical” criticisms are those which apply to the analysis 
of value and distribution, and here they are numerous, perhaps because of the 
comparative lack of interest which the authors admittedly have on this 
subject. Nowhere in the chapter on demand does the phrasing make clear 
that the concept of a demand schedule (as described) is based on the assump- 
tion of pure competition, and although the concept of derived demand is 
introduced in Chapter 17 (on the prices of productive services), in the earlier 
discussions the demand for steel, etc., is implicitly derived directly from 
marginal utility, since at that point no other basis of demand has been 
mentioned. In the chapter on supply the authors do, almost at the very end, 
remark, “. . . in these cases the sellers have some control over their own 
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srices; the prices are seller-determined rather than market- determined prices. 
The concept of a supply schedule does not apply to such cases.”’ But this re- 
mark comes after several pages which imply the general validity of the earlier 
analysis, and the warning which is finally issued appears to convey the im- 
olication that these cases now mentioned are, after all, mere exceptions. This 
same impression is conveyed by the phraseology which is used throughout the 
chapter. “Plants,” “establishments,” “business men” are the types of expres- 
sions used, and in one place there is a specific reference to automobile produc- 
tion. (The authors do not say that there is an automobile supply curve, but 
the careless phrasing can easily give that impression.) Nowhere throughout 
the discussion do the authors stress the point that pure competition is a 
retty rare phenomenon indeed. 

This same misleading carelessness is probably responsible for the occasional 
remarks contrasting the personal decisions of the monopolist with the “im- 
personal decisions of the market.” The unwary reader is likely to conclude 
that it is not human beings who, after all, make business decisions in a 
purely competitive market, and this inference might be pardoned by a person 
who sees the statement on page 719 (in which tax incidence is discussed): 

[he shifting of a tax on a commodity produced and sold under conditions 

pure competition takes place because of the effects of the tax on demand 

r supply or both, and not because the producers or sellers want the tax to 
be shifted. It is only under conditions of monopoly and of monopolistic 
competition that the producers’ decisions have anything to do with the shift- 

f taxes to consumers.” 

{nother bad slip of phrasing or of logic can be discovered by a compari- 
son of the remarks concerning plant size on pages 319 and 323. A more im- 
portant criticism, however, is that a reader, especially a sophomore without 
previous economic training, will find it difficult to tell when the text is talking 

i what is and when it is talking of what is logical for a firm assumed to have 
a certain goal and to be able to pursue it. Thus, in general the conventional 
marginal analysis is presented as if it were descriptively and generally valid, 
but in various passages, such as on page 352, the authors display a realization 
that the conventional assumptions do not fit at least some important cases. 
The same lack of clarity is found in the specific comments on the marginal 
question. Thus on pages 325 and 404 the text rather contemptuously dis- 
misses the “realistic” criticism of marginal theory with superficial rebuttals, 
but page 352 very clearly, and other passages less clearly, express more dis- 
content with the conventional analysis than is usually found in first-year 
texts. 

Other features of the value and distribution analysis which may be oi 
general interest to teachers are: (1) geometrical analysis is cut to the mini- 
mum, (2) long-run, or “normal,” price is given much less than the usual atten- 
tion, (3) the pure theory of imperfectly competitive situations is compressed 
and description of numerous situations and practices is introduced, (4) com- 
lon costs, accounting costing problems, and oligopolistic indeterminacy are 
paid \ very little attention, (5) distribution is discussed under the conventional 

dings of wages, interest, rent, and profits, on the ground that these classifi- 
ations have functional value as well as historical interest. With the first 
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three of these decisions the reviewer heartily agrees, because of the criteria oj 
simplicity and relevance. The fourth, however, has the effect of substantially 
and unnecessarily reducing the usefulness of price discussion; and the fifth 
introduces complexities and takes up time for not especially importan 
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purposes. The 
In the other major theoretical section of the text, i.e., the chapters op policy. 
Income and Employment Theory, the major objections are two. First and involv 
foremost, the definition of the saving-investment relationship is not made legisla 
clear. In general, the analysis has a Keynesian flavor, but at times something was Vi 
like Robertsonian process analysis seems to be implied. (See especially page: he wa 
122 and 434-35.) This apparent wavering between two methods of analysis policy 
possibly results from an understandable dislike of the tautology of the major 
Keynesian definitions and of the vagueness of the Robertsonian “period,” bu: The 
probably better pedagogical results would be achieved if the teacher would over ¢ 
at the start call attention to the two different sets of definitions and point out sistenc 
the virtues and the limitations of each. faith ° 
The second major objection to the level-of-income analysis is that it over. previo 
stresses the validity of aggregative theory and the efficacy of aggregative ends i 
measures. To be sure, oversimplification is necessary in the first several chap- which 
ters, since the discussion of prices, etc., comes only later. Likewise, the various patibl 
chapters enumerated above are valuable complements to Part II. When the discus 
book has been put down, however, the student has not been given a very and a 
good idea of the extent to which price-level and price-structure behavior in- trade, 
fluences both the volume of expenditures and the degree to which expenditures The 
are positively correlated with employment; and the resource-mobility and for Le 
price-adjustment problems which are associated with changes in the pattern such ¢ 
of demand seem to be ignored almost entirely. The analysis is praiseworthy the di 
in that it avoids the oversimplicity which characterizes much of the literature error | 
of the “Keynesian revolution,” but, even so, many important modifications bility 
are either slighted or not tied in very clearly. mocra 
A final criticism of Modern Economics is that in places it appears impreg- functi 
nated with a dogmatic and a propagandizing spirit. The concluding chapter is Elimit 
the best example. A socialistic economy may very well deserve all the attacks ernme 
which are leveled at it. The reviewer would venture the opinion, however, that reforn 
neither logic nor experience has as yet justified the finality and the vigor o! moger 
the text’s conclusions. The numerous intrusions of a private-enterprise apologia defini 
throughout the book also are a bit disquieting—even if the private-enterprise regarc 
rebuttals to various criticisms are as good as implied (which the reviewer withd 
doubts). activi 
Henry M. Otiver, Jr. ‘Th 
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Economic Policy for a Free Society. By Henry C. Stmons. (Chicago: Univ. emph: 
of Chicago Press. 1948. Pp. ix, 353. $3.75.) theles 
This is a volume of essays which, according to Aaron Director, who cor- down 
tributes a brief preface, “constitute the major writings of the late Professor Bottle 
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Henry C. Simons except for his work on taxation.”’ Aside from one, all the 
essays have been published before, most of them in the Journal of Political 
Economy. Their collection into one volume will be welcomed by all who 
know something of Simons’ penetrating thought and vigorous writing. 

The essays, correctly described by the title, are all essays on economic 
policy. They go beyond analysis to forthright prescription. They necessarily 
involve a faith, a view of political values and some assessment of practical 
legislative and administrative measures. Simons recognized clearly that he 
was venturing boldly, far beyond the technical limits of the economist. Yet 
he was not deterred by the risks for they must be undertaken if economic 
policy is to be framed deliberately and systematically. Herein lies one of the 
maior merits of these essays. 

Though the subjects are varied and the essays were originally published 
over a period of twelve years, the collection has an unusual unity and con- 
sistency. The views and proposals set out have emerged from a liberal political 
faith which is outlined in the first essay, the only one in the volume not 
previously published. It asserts liberty and progress, but especially liberty, as 
ends in themselves. Liberal policy must be policy to sustain freedom without 
which there can be no good society. Means and institutions which are com- 
patible with liberty in a society are voluntary association, government by 
discussion, justice assured by freedom of choice in free markets, federalism 
and a high degree of decentralization, the rule of law, private property, free 
trade, and absence of powerful economic groups making for syndicalism. 

The most comprehensive and best known of the essays, A Positive Program 
jor Laissez-Faire (1934) is based on this “political credo.” The essence of 
such a program is that it shall be effective in preserving vital freedoms and 
the division of labor between competitive and political controls. The great 
error of governments is when they interfere with relative prices and the possi- 
bility of substituting cheaper for dearer means. The great enemy of de- 
mocracy is monopoly, “the organization and concentration of power within 
functional classes.” The “positive program” consists of five proposals: 
Elimination of private monopoly either by enforcing competition or by gov- 
ernment ownership and operation where competition is not feasible; monetary 
reform abolishing fractional-reserve private banking, creating a single ho- 
mogeneous monetary unit and regulating the quantity of effective money by 
definite rules rather than discretionary authority; drastic tax reforin with 
regard primarily to effects on the distribution of wealth and income; gradual 
withdrawal of the protective tariff; curtailment of advertising and selling 
activities, 

The other essays are, in the main, elaborations (with minor modifications) 
of these early proposals, supported by hard-hitting argument and sweeping 
criticism. As years passed, the coloring changed somewhat. The New Deal 
was less of a fighting creed; wartime changes in taxation called for shifts in 
emphasis; postwar planning took the place of anti-depression policy. Never- 
theless, the last essay written in 1946 follows consistently the pattern laid 
(own in 1934, Three of the essays reprinted are reviews of Thurman Arnold’s 
Bottlenecks of Business, Hansen’s Fiscal Policy and Business Cycles, and 
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Beveridge’s Full Employment in a Free Society. These reviews contain some 
of Simon’s most vivid writing and are well worth preserving in the volume 
They do not, however, stand up under reprinting as well as the others. 

In his program, Simons attached the greatest importance to the elimination 
or reduction of private monopoly. Here was the traditional foe of economic 
liberalism, the greatest enemy of democracy. Adam Smith was no more bitter 
against ‘the wretched spirit of monopoly” than he. The rigid or sticky prices 
of the monopolistic sectors of the economy he held mainly responsible for 
severe depression and lagging recovery. Only in the flexible conditions of , 
freely competitive society can the necessary monetary and fiscal policy work 
effectively. Sheer bigness in industry and finance was a social loss, its 
economies in the main only private economies. Yet, on the whole, industrial 
monopolies did not worry him greatly. They were neither as powerful nor a; 
persistent as they appeared. The monopolies of organized occupational or 
industrial groups, on the other hand, were a serious and looming threat to 
the democratic system, be it socialist or individualist. The more powerful and 
completely organized the group, the greater the danger that the whole social 
income may be stopped for the purpose of effecting a group gain. “Monopoly 
power must be abused. It has no use save abuse.” The essay, Some Reflection; 
on Syndicalism, in which Simons sets out his views on the significance of the 
growing organization of occupational and functional groups, is a powerful 
tract which provokes disagreement and resentment but which carries the dis. 
cussion of “labor problems” far back to political fundamentals. It is as cour- 
ageous as it is powerful. The curbing of monopoly power, the decentralization 
of governments—these are prerequisites of a goo. society—national and 
international. 

Simons’ views on monetary and fiscal policy are much more widely known. 
His proposal of 100-per cent banking reserves and the separation of deposit 
banking and investment were actively discussed in the ’thirties. Beyond this 
particular proposal, there is much to be gained from re-reading the essays, 
Rules and Authority in Monetary Policy (1936), On Debt Policy (1944) 
and Debt Policy and Banking Policy (1946). They abound in incisive original 
thinking and are vivid examples of Simons’ capacity to “think things not 
words.” His emphasis on simple and known rules for monetary action, his 
distinction between the functions of issue and borrowing and his proposals for 
anti-inflationary monetary policy raise many debatable points but they are 
illuminating and cut deeply into the substance of the problems. 

Tax-reform proposals are discussed only incidentally in these essays an’ 
some of the prewar references are now dated. Most significant is the immenx 
importance he attached to the reduction of inequality per se, not because 
such reduction would minimize savings, or contribute to political or economic 
stability, or decrease unemployment but simply because inequality should 
be combatted as repugnant to a liberal society. 

There is scarcely an essay in the volume which does not contain extended 
argument against the protective tariff. Other points in his program might 
call for qualification or compromise but if freedom was absolute good, the 
protective tariff was absolute evil. Opposition to it is a cardinal principle 
the liberal creed. Government intervention in business and the differentia 
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subsidizing of private interests which are the substance of protectionism are 
inimical to every other liberal policy. It is, however, in the essay, Money, 
Tariffs and the Peace (1944), that there is a clarion call for the reduction of 
the United States tariff as an essential part in a postwar program. This was 
the only alternative to discriminatory trading and quota controls, or to 
collectivist monopolies of foreign trade. Fortunately, the United States was, 
he thought, in a position where a gradual reduction of the tariff would en- 
danger no substantial interest. By such a reduction it might win the whole 
world and greatly reduce monopolist power within the United States. It 
would give the greatest possible support to a free enterprise economy. 

Concerning waste in merchandising and advertising, Simons felt deeply 
but had little by way of constructive proposals to offer beyond suggestions 
that advertising might be taxed, that the consumer should be informed, and 
the hierarchy of dealers be broken. He had substantial reasons for his dislike 
of advertising, its lack of social functions, its bias toward combination and 
monopoly, its waste of resources, but the reader is left with the feeling that 
he just basically disliked it. 

The value of the substance of these essays is enhanced by a style which 
matches the vigorous and incisive ideas. Forthright and energetic, it reveals the 
clarity of his aims, the depth of indignation which stupidity or confused 
acceptance of current dogmas aroused in him, and the clean lines of his 
discriminating thought. At times, particularly in irony, it is choked by an 
overload of Latin and Greek derivatives. At other times, it is the style of a 
voluble talker who carries a thread of relevance not always immediately dis- 
cernible to his audience. But always it is an honest disclosure of the man 
and a flexible, appropriate vehicle for his thought. 

The particular proposals which are advanced in these essays are necessarily 
subject to a certain degree of obsolescence. If, as suggested in Aaron Director’s 
prefatory note, Simons established a “‘school,” it will be well for its adherents 
to bear in mind that the enduring qualities of his work are not in the particu- 
lar proposals of his remedial program, apposite as they may be. Critics of the 
New Deal are no less mortal than New Dealers. His thinking on economic 
policy was squarely based on a political philosophy whose implications he un- 
derstood in real terms. In nothing but ultimate ends was he dogmatic, for 
he realized that liberalism in action proceeds by trial and error. Once it 
becomes dogmatic as to immediate ends, it fossilizes and dies. Beliefs in 
the capacity of the human race to progress and in the importance of eternal 
vigilance in the preservation of freedom are fixed points of the compass but 
times and routes are subject to variations and compromise. 

The essays are not only rooted in a philosophy of liberalism; they have a 
distinctively American content. Several of the proposals have, of course, only 
a limited relevance to other economies. The concrete circumstances are 
American. But in a wider sense Simons gave a philosophic foundation and a 
precise content to ideas native to the American mind but often obscured by 
the encrustations of tradition and privilege. He translated more than one 
\merican prejudice into a principle of wide validity. Yet the analysis and 
judgment are as authentic as the idiom and accent. 

Simons appears not merely to have grasped intellectually the wholeness of 
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economics but to have absorbed it to the point where it was an ever-present 
condition of his thinking. There is no conflict between his theoretical ang 
applied economics and his proposals for economic policy put no strain on his 
economic analysis. Despite the importance he attached to monetary policy 
(some would think exaggerated importance), he was continually aware oj 
the real terms of a functioning economy. There is something Ricardian in his 
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sure grasp of fundamentals (though nothing Ricardian in his style). Economic Most 
theory was not a mere intellectual discipline, but a guide to and a test of the thought 
methods by which progress toward ultimate objects may be achieved. theory, 
He emerged as a vigorous protagonist and critic but discriminating and, at HB econom 
times, disconcerting. He was a private-enterprise man but only in the sens Nor is 
of urging private and competitive enterprise wherever it could be made to HB wide rz 
work, In its appropriate place, he advocated public enterprise and no half. pendiur 
measures. He was prepared to attack inequality vehemently but not to accept HB hundrec 
all those measures and institutions which others justified as blows against minimu 
inequality. His roots were in philosophy and not in a movement or a school, present 
W. A. MACKINTOSH dividual 
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An Introduction to the History of Sociology. Edited by Harry Exmer who hav 
Barnes. (Chicago: Univ. of Chicago Press. 1948. Pp. xvi, 960. $10.00.) Mannhe 
There are several points of view from which the history of sociology may syste! 
be approached. It may be treated chronologically, as was done in part by mm °° /2s 
Bogardus and Lichtenberger. It may be studied in relation to schools of Hi ° 8°! 
thought, as was done by Sorokin. It may be treated topically with the idea limits. I 
of indicating that there are wide areas of common interest among social jm ‘ience | 
thinkers. This is the approach employed by Barnes and Becker in the first social re 
volume of From Lore to Science. It may be studied geographically by na- sociolog) 
tions, as was done in the second volume of the above work. Finally, it may mp “Ut0r 
be approached from the point of view of special areas of interest, as for jm "ht } 
example the sociology of knowledge, as was done by Barnes and Becker in aprgee 
their Contemporary Social Theory. 
The point of view of this volume is not that of any of these fields oi on m 
thought—though it touches on most, if not all of them. Thus, Part I is a1 ‘neg 
historical and chronological introduction to sociology before Comte. This ater 
section, of course, deals with sociological thinking broadly construed, because aa - 
until the appearance of Comte no attempt had yet been made to systematiz ~ ent 
sociology. Part II, which deals with the early pioneers, has for its main em- aM 23); | 
phasis the basic conceptions and outstanding contributions of Comte, Spen- og 
cer, Morgan, Ward, and Gumplowicz, with indications of the bearing their com = 
ideas have upon political policy and social reform. The remainder of the i 7 
volume is divided into four sections: Leading Sociologists in Germanic Cou a ‘en 
tries, Continental European Sociology in Non-Germanic Countries, Englist of wh . 
Sociologists since Herbert Spencer, and Sociological Thinking in America. 4! Ahneme 
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schools of sociological writing in the countries included in each section. In 
all but two chapters—the one in which Italian sociologists are grouped to- 
vether (Pareto, Loria, Vaccaro, Gini and Sighele) and the other in which 
Spann and other universalists are treated as a unit—individual systematizers 
are treated one at a time. This method of treatment is the book’s chief 
virtue. 

Most, if not all, of the previous publications in the field, deal with social 
thought in its broadest possible sense. Under the general heading of social 
theory, it is not at all strange to find political theorists, anthropologists, 
economists, eugenicists, social psychologists, and historians thrown together. 
Nor is this procedure unwarranted if the purpose intended is to indicate the 
wide range of possible theorizing about man and society. In these com- 
pendiums the reader loses sight of the forest for the trees, because literally 
hundreds of names of social thinkers leap out at him. Analysis is kept to a 
minimum. In the past, Barnes has produced many such works, but in the 
present book his primary concern is with the systematic theories of in- 
dividual sociologists, adequately presented and critically analyzed. This, then, 
isnot the usual compendium. On this score, however, this reviewer is led to sug- 
gest that the book’s title is a misnomer. This is not a history of sociology as that 
tem is generally understood. The editor has omitted those investigators 
who have not attempted to incorporate their views into a system—Veblen, 
Mannheim, and Ogburn, to suggest but a few. 

Systematic sociology holds that there can be no laws without a system and 
no laws except within a system. This includes the approach to, and analysis 
of, sociological data and the generalization of their laws within a system of 
limits. It is an attempt to establish and justify sociology as an independent 
science by eliminating some of the chief obstructions to the natural study of 
social relationships. It should be apparent that a good deal of systematic 
sociology would of necessity have to raise methodological issues. The con- 
tributors do not follow any specific pattern but they all give the reader an 
insight into the nature of scientific methodology as defined by the thinkers 
discussed. The contributors are equipped to do just this because each one is, 
in his own right, a serious student of the man about whom he is writing. In 
most cases they are the leading authorities in the field. So, for example, 
Parsons, who has done more to familiarize Americans with the work of Max 
Weber than any other scholar, does the chapter on Weber’s analysis of 
capitalism and modern institutions; Dorothy W. Douglas, the author of the 
excellent Guillaume De Greef; The Social Theory of an Early Syndicalist 
(1925), contributes an essay on De Greef’s classificatory sociology. The only 
essay not written especially for this volume is the one by Heberle on Tonnies 
which is reprinted from the American Sociological Review. Barnes, an 
anachronism in this day of specialization, supplies twenty of the forty-seven 
chapters in the book. Although he may be less qualified to write authoritatively 
than Goldenweiser, Mumford, Bernard, Mills, Cairns, and Timasheff, each 
of whom has prepared an essay on his respective specialty, Barnes does a 
plendid job. However, there is hardly any doubt that readers who disagree 
with his conclusions will object to some of his unproved and dogmatic asser- 
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tions, while those who agree with him will applaud him for his shrewd jp. his su) 
sights. This reviewer found Barnes’ keen analysis and biting criticism oj Somba 
Toynbee especially commendable. Other readers will probably be annoyed respec! 
because Barnes tries to topple in a few pages the huge edifice Toynbee ments 
labored to construct over a period of so many years with such prodigious This 
industry. Many will be irritated, as this reviewer was, by his unsubstantiate, Je 02"! 
conclusion that Albion W. Small is more significant than Plato and more Althou 
relentless in his criticism of the existing order than Veblen. This quality of or poli 
rubbing people the wrong way, of making them see things in a bold and methoc 
brand new perspective, may be the mark of the great teacher. It is, however, Me ‘4! 5“ 
foreign to critical scholarship. years, 
This volume suffers from the defect of most collaborations. It is of a very Ie SS * 
uneven character. While some of the essays are very brief—the one on fm “°" | 
Alfred Weber covers a mere eight pages—others are long. Some are well fe ‘P¢“i@l! 
documented, while others are not. In view of the obvious fact that no single Two 
person could have done justice to the entire field, it may well be said that the editor's 
book suffers from the defects of its qualities. volume 
Considering the editor’s announced purpose, some dissatisfaction can be Mm ° 2" 
expressed with his selection of material. Some very significant systematizers ; 
have been omitted—Schaeffle, Le Play, Worms—to suggest a few. Several New 
names included in the work can hardly be said to have developed a sociologi- 
cal system. Wundt’s primary concern would more accurately fall within the The Ar 
field of folk psychology. It is also very doubtful whether Le Bon, Hobhouse, 19. 
Geddes, and Westermark can rightfully be called systematic sociologists. By From 
no stretch of the imagination, as Barnes himself is compelled to admit, can sion th; 
Toynbee be called a systematic sociologist. present 
Economists will question the value of the book for their purposes. There prefator 
are several reasons why a good history of sociology should be of interest to HM on the , 
economists. History, Justice Holmes has suggested, is the first step towards an BP econom 
enlightened scepticism. In addition, economists have to be reminded from dent to 
time to time that many of their laws are merely descriptions of traditional and are apt 
customary conduct and that in different times and different places other sistent 1 
laws were considered equally valid. An important consequence of Mai is at the 
Weber’s work, as Parsons indicates, is “to suggest that what we talk about authors 
as ‘economic’ interest is not an ultimate category of motivation but is, accomp! 
rather, a consequence of institutionalizations of whatever patterns may i this que 
dominant in any given social system.” author ¢ 
A careful reading of this volume will disclose the intricate relationship be- The ¢ 
tween economics, sociology, and politics; witness the relationship of the one of i: 
physiocrats to the English deists, Muller and Spann to cameralism and 9 parts in 
nazism, and Carey’s optimism to Spencer’s theory of population. An age 0! Hi however 
crisis especially demands of responsible economists an insight into the whol HM cal expo 
of the economic process which selected technical theories neither explore nor finds the 
reflect. This is to say that economic functions can be adequately studied only @ tivity, a. 
in a social context. Even though they may not be explicitly formulated, I is so inc 
other social laws are necessarily involved in all economic theorizing. Here, MM try, gen 


then, is a volume which will uncover for the economist the source of many 0! 
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his suppressed assumptions. Simmel’s sociology of a money economy, and 
Sombart’s and Weber’s sociology of capitalism, can be most helpful in this 
respect. A careful study of these ideas may act as a stimulus to further refine- 
ments in economic theory. 

This is not to argue that economics will have to renounce its special 
domain and give up the methods which have proved so fruitful in the past. 
Although it may not be necessary to return to what used to be called social 
or political economy, it is essential that economists become aware of the 
methodological issues involved in their science and that they come to realize 
that social goals and ethical ideals, as Dewey has been arguing these many 
years, are not necessarily foreign to science. Ward, for example, was no 
less the scientist because he indulged in explicit normative judgments. This, 
then, is a book which can act as a broadening influence in this day of narrow 
specialization and alleged scientific disinterestedness. 

Two things are to be regretted: first, that this project brings to a close the 
editor’s labors in the history of social theory to which he has devoted eleven 
volumes; second, that the price must tend to keep the book out of the hands 
} many who could profit by it, the general reader and the scholar alike. 

JuLEs KoLopny 

New York University 


The American Economy. By S. J. FLINK. (New York: The Dryden Press. 
1948. Pp. xviii, 746. $4.75.) 

From the point of view of composition, typography, and physical construc- 
tion this volume is one of the most attractive texts in economics which the 
present reviewer has ever examined. In it Professor Flink, to paraphrase his 
prefatory claim, has attempted by a running step-by-step integration of theory, 
on the one hand, and the description of pertinently significant features of the 
economy in actual operation on the other, in a unique way, to assist the stu- 
dent to avoid the distortions in viewpoint and the blurred perspective which 
are apt to result from an over-emphasis on either. This objective is clearly con- 
sistent with good pedagogy, and the mixture of theory and factual observation 
is at the core of science. There very few economics texts, however, whose 
authors have not tried or professed to have tried, in one way or another, to 
accomplish this same purpose. In view of the specific claim of Professor Flink 
this question may reasonably be asked; How effectively and uniquely has the 
author accomplished this purpose? 

The general coverage and clarity of the descriptive portions of the book is 
one of its better features. That these passages are geared into the theoretical 
parts in such a way as to supplement and most effectively illustrate them, 
however, is open to serious question. The difficulty lies as often in the theoreti- 
cal exposition as in the factual description. For example, the present reviewer 
finds that the analytical treatment of the law of diminishing revenue-produc- 
tivity, as labelled in the preface, marginal net revenue as labelled in the text, 
s so inconclusive that the selected illustrations drawn from the building indus- 
ty, general retailing, and wholesaling (pp. 108 ff.), simply do not establish 


4 


644 THE AMERICAN ECONOMIC REVIEW 


crystal clear meaning for this concept. A more precise theoretical discussion 
and more pertinent “factual illustration” would improve the whole treatmen: 
Here is the introduction to the marginal concept. The analytical tool is a dif. 
cult one to grasp and must be literally hammered home to the elementary sty. 
dents. The ideas of marginal productivity (physical), marginal revenues (per 
input rather than output unit), and marginal net revenues, are develope 
analytically through the use of two strangely inaccurate tables (pp. 108 and 
110), lacking seven important minus signs, with eight arithmetical errors in ty» 
adjacent columns in one of them. Of the illustrations, garnered from the “fact: 
of economic life,” one is remotely pertinent, another neutral, and the thir 
somewhat perverse. They seem to have been selected more for the purpose of 
illustrating the obvious possibility of varying factoral proportions than oj 
clarifying marginal revenue productivity. This concept, after being treated jp 
this way in an early chapter on production is all but completely laid aside 
at the point where it is most useful, indeed necessary, in the discussion oj 
demand for labor. 

The use of case studies to illustrate market type situations is an inspired 
idea. But the reader is somewhat confused as to what case illustrates what 
type. In the preface (p. viii), the author calls attention to two chapters in 
which the analyses illustrative of monopolistic competition are to be found. 
Of these the first, Chapter 14, is titled “Case Studies: Competitive Industries.” 
Chapter 15 is called “Case Studies of Monopolistic Competition.” Of the cases 
set forth in Chapter 14, under the sub-title “Competitive Industries,” the dress, 
gasoline, whiskey, tire and tube, and cottonseed industries, all but the last 
named could better be classified as monopolistically competitive or collusively 
oligopolistic and the cottonseed market is largely monopsonistic. A case study 
of the milk industry appears in Chapter 15, sub-titled ‘““Monopolistic Compe- 
tition,” and the dairy industry is listed (p. 60) along with meat, women’ 
apparel, men’s work clothes, and residential construction, as an industry oi 
unrestrained competition. Two probably unintended but nevertheless clear 
implications to be found on this page are: first, that the prices of goods pro- 
duced under unrestrained competition (including residential construction) are 
uniquely characterized by fluctuations from day to day “or within an interval 
of a few weeks at the most” and second, that the distinctively unique character- 
istic of monopolistic competition is a fixed price and fluctuating output. The 
classification of cases has, obviously, not been carefully done. 

All this is not to gainsay that there is a large body of factual informatio 
in the book useful for teaching and illustrative purposes. 

The accuracy and adequacy of the theorizing may be tested in a number «' 
ways. The present reviewer has traced the familiar concept, marginal revenue. 
through a rather interesting career in this volume. The results of this survey 
may be submitted as a fairly accurate indication of the general quality of the 
abstract analysis. The concept, marginal revenue, is introduced (about p. 105) 
as the amount by which total firm revenue is increased per some conveniet! 
time period as the result of adding successive variable factoral input units ané 
selling resulting outputs. It reappears (p. 350) this time related to added 
sales rather than added factoral inputs, and defined in a distinctly atypical 
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wav, as the “price per unit received by the seller(s) for the last increment of a 
siven supply offered in the market.” The author points out that, in view of tae 
horizontality of the atomistic firm’s sales curve, marginal revenues are the same 
in its case at all sales rates. Then, in a paragraph specifically entitled “The 
Marginal Revenue Concept” about all that is said is that the typical demand 
curve faced by an entire industry slopes negatively. The implication is inescap- 
able, in view of the definition quoted above, and in the complete absence of 
any statement to the contrary, that the marginal revenue curve and the per- 
‘inent demand or sales curve coincide. 

On page 362 a more nearly orthodox definition appears and the concept is 
‘llustrated in a table. Unfortunately the entries in a critical column on this 
table are out of place. On the next page a geometrically correct representation 
of average revenue and marginal revenue curves appears in a graph symboliz- 
ing a situation of monopolistic competition. In the next following diagram, 
however, the marginal revenue curve is seriously mislocated. The geometry 
gets progressively worse, when the analysis shifts to simple monopoly price, 
in the figures on pages 430 and 432. In one diagram it is “clean forgot” that 
marginal cost and average cost are equal when the latter is at its minimum 
level. In this diagram (p. 430), a competitively monopolistic ostensibly profit- 
maximizing price is shown which is just equal to average total cost, no profit 
at all, with the sales curve jutting off to the left for some length considerably 
above the average total cost curve. The new marginal revenue curve on page 
132 is particularly badly out of place. The theory in general as here well 
exemplified is not sharp. 

In the chapter on wages, as already suggested, the diminishing marginal 
revenue productivity basis for demand is not developed and the essential and 
fertile topic, monopsony in the labor market, not discussed. The rent theory, 
largely confined to land, smacks of Ricardo. The chapters on interest and 
profit are more satisfactory. 

In spite of these theoretical short-comings and the author’s failure at times 
properly to mesh abstract analysis and factual description, the student will 
find much to interest him in this volume. The basically descriptive and statis- 
tical diagrams are well planned and well set up. The section on “Money and 
Credit,’ while slightly long, is well done. The instructor who is willing to 
sharpen definitions, to refine, reinterpret, and add to the theory, and to re- 
classify some of the factual and case materials, will find the book quite useful. 

GEORGE JOHNSON CADY 

Northwestern University 


Grundlehren der Nationalékonomie. By EuceN Bouter. (Bern: A. Francke. 
1948. Pp. 286. 12 sw. fr.; cloth, 14.80 sw. fr.) 


This introductory text in the field of general economics is the work of a 
professor at the Swiss Polytechnic Institute, a first-rate institution of higher 
learning which at one time counted Albert Einstein among its faculty. 

The work is of outstanding quality. It is sophisticated in the best sense of 
> word, indicating a discriminating judgment in matters of value and 
proportion on the part of the author. After an introduction devoted to eco- 
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nomic methods and doctrinal history, the first group of chapters deals wit) 
economic organization, embracing an exposition of the principal concepts ang 
analysis of institutions. The following group of chapters absorb under th: 
heading “The Economic Process” nearly three-fourths of the book. They 
concentrate on price and distribution theory. The last chapter is devoted ty 
business cycles. 

The author is familiar with the development of macro-economics during 
the past few decades and aims at an integration of the circular-flow analysis 
of aggregate phenomena with the economics of the firm and industry. This js ; 
task which not all modern English texts have lived up to. In matters of ey. 
position and emphasis the work differs only slightly from leading American 
texts, and the works of Boulding and Tarshis are indeed included among th: 
four books reccommended for collateral reading. Geometrical illustrations 
are restricted to half a dozen diagrams. Algebraic presentations are entirely 
absent from the main body of the book, but the equations of a general-equi- 
librium system are reproduced in an appendix. Numerical evaluations oj 
operational terms are few and far between, a paucity that may be due to the 
scarcity of suitable material. 

The text under review is symptomatic of the more or less universal accept- 
ance of the micro-economic toolbox of the Cambridge School and of Keynes. 
ian economics as a frame of reference for aggregative studies. Economic 
thinking on the continent of Europe has in the past fashioned a variety oi 
other approaches, many of which in retrospect appear as diversions from the 
main stream of economic thought. The book under review, in conjunction 
with other current works, in a sense marks the end of a period of profusion 
if not confusion, and the beginning of a new orthodoxy whose hold over the 
minds of economists throughout the world does not compare unfavorably 
with the position once enjoyed by the classical school. Switzerland, located 
on the crossroads of the continent, mirrors corresponding developments in 
Germany and France. German historism is shattered, and instead of method- 
ological verbiage modern economic theory is eventually coming into its own. 
In France, emphasis on docrinal history is replaced by quantitative investige- 
tions of the modern type.’ For the time being, the unity of economic science 
has become a fact characteristic of the whole Western World. 

HENRY WILLIAM SPIEGEL 

Catholic University of America 


The Marginal Utility Theory in the United States of America. By E. f 
ScHRODER. (Nijmegen: Centrale Drukkerij N.V. 1947. Pp. 121.) 


This relatively brief book, by a Dutch economist, is the result of wide rea¢- 


‘For France, see the works of the Institut de Science Economique Appliquée, which 
under the leadership of Francois Perroux has published a study of the national income 
Le Revenu National: son Calcul et sa Significance (Paris, 1947), New German texts include 
Erich Schneider’s Einfiihrung in die Wirtschaftstheorie (Tiibingen, 1947), and Heinrich 
von Stackelberg, Theoretische Volkswirtschaftslehre (Bern, 1948). The intellectual indebt- 
edness of these authors to the main stream of economic thinking in England and the 
United States is evident. 
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ing of American economic writers during the author’s stay in this country 
during the war. Dr. Schroder gives as his objective in writing the book, the 
clarification of the link between the subjective factor of utility and the ob- 
iective market facts and behavior that the utility concept is to explain. In order 
to carry out this objective, Dr. Schréder takes up the study of “utility” as 
defined and used by some one hundred writers, mostly Americans, in original 
works, essays, and textbooks. 

He has organized the work in a way that can be best indicated by his chap- 
ter headings: 1., Definition of Utility; 2., Diminishing Utility; 3., Hedonism; 
4. Marginal Utility; 5., Measuring Utility; 6., Subjective Value; 7., Objec- 
tive Value; 8., Utility Theory; and 9., Social Utility. 

Each of these topics is developed by quoting brief passages from a wide 
selection of writers presenting different positions and shades of position, and 
tying them together with a penetrating commentary by the author. His selec- 
tions, while very brief, are well chosen and represent fairly the position of 
the writers. His analysis and comment is straightforward and enlightening. 

He summarizes his conclusions of the analysis of the writers on each of these 
topics in terms with which modern economists will find little to disagree. His 
general conclusions are: that utility is essentially a relaticnship between the 
goods and the user; that this relationship is a bridge between the subjective 
value of a good in the mind of the consumer and the objective market behavior 
and the resulting market price; and that its usefulness lies in making under- 
standable the behavior that, in part, determines price, rather than in attempts 
to make it a part of the price system itself. All these will be accepted. 

Certain other conclusions, however, will raise some disagreements. Dr. 
Schroder apparently believes that utility “ought” to be measurable, and that 
we are awaiting the discovery of the tools and scales of measurement. He 
rightly rejects the use of price as a measure of utility—it merely equals (at the 
margin) a ratio of two marginal utilities—but he passes over the difficulty of 
answering the question, ‘How can a consumer know that the ratio of the 
marginal utility of good A to good B is equal to their price ratios unless 
he can measure these marginal utilities?”” He believes that the newer in- 
difference analysis has no advantages over utility analysis in bridging the 
world of subjective values to objective value, not recognizing that the 
marginal rate of substitution does attempt to do just that without assum- 
ing the comparison of unequal magnitudes in cardinal terms. He rightly re- 
jects the assumption of many that utility analysis need assume any rigid 
pleasure-pain psychological basis but by dismissing the need for some psy- 
chological basis, comes close to merely saying that consumers behave as they do 
because they do. 

This well-written little book should interest all who teach or write, particu- 
larly at the elementary level, on consumers’ behavior or general theory. They 
will find much of interest and I am sure that such a reading will make their 
own thinking, teaching, and writing on such topics more clear and careful. 


FRANCIS M. Boppy 


University of Minnesota 
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Economic History 


History of The Homeland—The Story of the British Background. By Henpy 
HAMILTon (New York: W. W. Norton. London: Allen and Unwin. 1943 
Pp. 597. $6.00.) 

We first knew Mr. Hamilton by his distinguished monograph on The Eng. 
lish Brass and Copper Industries to 1800 (introduction by Ashley): then he 
gave us the /ndustrial Revolution in Scotland: and now we have History oj 
The Homeland—The Story of the British Background. The maps and pictures 
are excellent, though thrown together in somewhat chaotic form, but I can say 
nothing for the scholarship of the book except to regret that one so well known 
in this country should take such liberties with his reputation. In no sense js 
there a British background for this book. It is a jumble of matter thrown to. 
gether with little regard for sequence and no regard for balance. No doubt in 
isolation most of the facts are true or near-true, but they tell no story. They 
are merely endless tips and tags joined together by a rather foolish affection 
for the pseudo-history of certain natural scientists. 

We naturally turn in a book by a Scottish professor to the entries under 
Shipping and Shipbuilding. Here, if anywhere, he will excel. But there is nex: 
to no mention of the Clyde and all that it meant to the economy of Scotland, 
and my belief is that he does not know the story in any fullness. Certain chap- 
ters are very attractive in their title e.g., Chapter III, “Food and the People.” 
But the sentences in detail are misleading, e.g., ‘Influenced by the example 
of the monks, the feudal aristocracy took up gardening.”’ And again, “Besides 
such deficiences of diet as caused scurvy, checked growth and lowered resist- 
ance to infection from plague, there was ever the dread spectre of famine.” 
The feudal aristocracy, as such, did not take it up any more than burgesses 
and parsons. The spectre of famine was not “ever” before Great Britain. Hov- 
ever, this chapter and those which follow on health and dress are interesting 
The preceding chapter on “Capitalist Farming and Landless Labourers” is 
unbalanced; and when he writes that the enclosure movement of the 106th 
century “left behind it a terrible trail of displacement of tenantry, of unem- 
ployment and poverty” he knows, or ought to know, that there is no prov! 
for this sweeping statement. 

“The Money Machine” (Chapter IX) is inaccurate. Mr. Hamilton says 
“At a primitive level of specialization, an economy of barter suffices for the 
satisfaction of relatively simple needs or whims by relatively few and simple 
activities, but barter becomes a clumsy instrument for co-ordinating specia’- 
ised production when exchange extends beyond the confines of self-sufficing 
tribal communities.” If the author could give us clear examples of such an 
economy anywhere, we should be greatly in his debt. 

“The history of the money machine is the history of how a monopoly 0! 
opportunities to practise counterfeit has become a system of accounting, to the 
advantage of those who participate in the monopoly.” This is smart aleck stuii 
“London was the first to establish a free bullion market. The final reform was 
the great recoinage of 1696-9.” Why final? This recoinage was far less in- 


portant than the great gold recoinage of George III. “The first full-fledged 
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bank in England was not founded until 1694.” It was the first public Joint 
Stock Bank and that is not the same thing. The legislation of 1793 “cleared 
the way for unlimited borrowings.” Nonsense: a week with the minutes of the 
Committee of Treasury of the Bank of England would disabuse him of this 
idea. At this point in the book come a dozen pictures; and then we re-enter 
error once again. “The industrial revolution created conditions favourable to 
the development of country banking. Commercialisation of farming made nec- 
essary provision of banking facilities in the important agricultural areas.” In 
ish history country does not mean rural banking, but merely provincial, 
ie.. outside London. “Britain took the first step towards establishing a gold 
sandard in 1774.” On the contrary, Britain through the small but deliberate 
over-valuation of gold by Isaac Newton in 1717 became virtually a gold 
standard country. In Chapter XVII “Economic Imperialism,” the writer 
jumps over to someone else’s Homeland, and if he had remembered this, his 
language might have been more prudent. And so I could go on from chapter to 
to chapter with a temper that is continually more frayed. Chapter XX has an 
ting title, “Social Security from Elizabeth to Beveridge.” By this time in- 
deed, I had expected to be told such fairy tales as “The Speenhamland System, 
legalised by Act of Parliament in 1796, remained in operation until 1834.” It 
was never so legalized. “Malthus, equally strong in defence of privilege and 
opposition to social reform” is mere abuse. However, I turned hopefully to the 
ndex looking for the Quaker Lead Company of Alston Moor, whose story has 
een so brilliantly written, and from which we see how almost every provision 
f the Beveridge Plan was anticipated and implemented over a period of 

years at their own expense by this excellent body. But I drew a blank. 
American readers may fancy that I speak harshly. But this book, because of 
ts promise and its pictures, will be read widely and I deplore that it should 
go over to the New World as a specimen of what British scholarship has to 

ier. 
C. R. Fay 
Cambridge, England 


National Economies 


yennaya ekonomika SSSR v period otechestvennoy voyny (The War Econ- 
omy of the U.S.S.R. in the Period of the Patriotic War).* By N. Voz- 
nesenski. (Moscow: Ogiz. 1947. Pp. 192.) 


Some months after the end of the war the Soviet government resumed pub- 
ication of reports on current economic conditions in the country. It did so 
lowly and reluctantly. What is being divulged today is still pitifully small 

n measured against the none-too-generous supply of economic information 
in Russia at the end of the last decade. It appears abundant, however, in 
mparison with the war years 1941-1945 when the blackout of information 
was nearly complete. Accordingly, a Soviet book on Russian wartime economy 


“Available in a French translation, L’Economie de Guerre de L’U.R.S.S., 1941-1945 
s, Librarie de Médicis, 3, rue de Médicis, 1948). 
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would be certain to excite interest even if its author were not, as is Voznesep. 
ski, president of the Gosplan, the supreme planning authority of the U.S.S.R. 
member of the Politburo, and vice chairman of the Council of Ministers, 

To expect too much, however, would be out of place. The present book doe; 
not send a powerful floodlight across those dark years. As a rule, the autho, 
prefers the twilight of oblique and fragmentary statements. Nevertheless, the 
attentive reader may, here and there, extract valuable bits of quantitative jp. 
formation. Such data doubtless constitute the most important contribution 9; 
the book, and the primary purpose of this review is to consolidate some o 
them into useable patterns. This seems all the more justified since Voznesenski' 
book is not available in English. 

Perhaps the most significant pieces of information are those relating to the 
volume of industrial production. On the basis of a number of indirect state. 
ments it is possible to obtain at least an approximate quantitative expression 
for the development of gross industrial output during the war. The following 
table shows the data so derived, together with previously disclosed information 
for 1940 and 1945: 


Gross VALUE OF INDUSTRIAL OUTPUT 
(In billions of 1926-27 rubles) 


1940 138.5 
June 1941 (annual rate) 155.0° 
Nov. 1941 (annual rate) 74.0” 
1942 103.0° 
1943 121.0* 
1944 — 
1945 127.5 


“P. 15: “Gross output of industry reached on the eve of the Patriotic War, i.e., in the 
middle of 1941, 86 per cent of the level scheduled for 1942 in the Third Five Year Plan 
The planned output for 1942 was valued at 180 billion rubles. Cf. Gosplan of the USSR 
Treti Pyatiletni Plan Razvitiya Narodnogo Khozyaystva Soyuza SSR, 1938-1942 (The 
Third Five Year Plan for the Development of the National Economy of the U.S.S.R 
(Moscow, 1939), p. 197. Accordingly, .86 & 180 = 154.8 billion rubles. 

»P. 42: “As a result of war losses and evacuation of hundreds of enterprises, industria! 


1 
gross output of the U.S.S.R. fell in November 1941 to ~y of its level in June 1941.” 


155 
Accordingly, ——- = 73.8. Apparently the output in December 1941 was still lower. 
2.1 
“P. 46: “Gross output of industry increased in 1943 as against 1942 by 17 per cent 


12 
Accordingly, output for 1942 — = 103.4 billion rubles. This result taken in conjunction 


1.17 
with footnote 2 and the further statement on page 46 that “gross output of all industrial 
branches of the U.S.S.R. increased from January 1942 to December 1942 by 1.5 times 
seems to imply a disproportionately high rate of recovery during some portions of the year 
*Pp. 48-49: “In 1943 in the Volga regions the volume of industrial output amounted 
to 13.5 billion rubles as against 3.9 billion rubles in 1940. The share of the Volga regions 
in the industrial output of the U.S.S.R. increased fourfold over the period.” Accordingly 


13.5 X 138.5 
output in 1943 equaled sae SOE te = 119.85. Somewhat higher results of 121.2 an¢ 
4 


122.7, respectively, are obtained if the same computations are applied to similar data % 
given by the author (pp. 49-51) for (1) Western Siberia and (2) the Urals. The approx 
mate midpoint of 121 billion rubles has been selected for the table. 

“See discussion in the text, pp. 651-652. 
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The table shows the impressive recovery of industrial output in 1942 from 
the depths reached by the end of 1941. This development was essentially the 
result of industrial expansion in the vast regions east of the Volga River. The 
oross industrial output of these regions amounted to 39.4 billion rubles in 
1940, to 48.1 billion rubles in 1941, and to 74.9 billion rubles in 1942, or to 
about 73 per cent of the total output. In 1943 industrial output in eastern 
areas increased further to 85.6 billion rubles. In that year, however, output in 
areas other than the East increased by more than seven billion rubles, of which 
?.7 billion was accounted for by output in formerly occupied areas. As a result 
the share of the East in total output declined slightly." 

While Voznesenski permits the reader to compute rather simply the value 

f industrial gross output in 1942 and 1943, he does not provide indications 
for output in 1944 similar to those quoted in footnote d to the table on page 
| 650. He states indeed that the value of industrial output in the East amounted 
in 1944 to 91.2 billion rubles, an increase of 5.2 billion rubles over 1943 (p. 
77); he states further that output in liberated areas in 1944 was 5.6 billion 
higher than in 1943 (p. 61); and, finally, that the 1944 output of the Lenin- 
grad industry exceeded that of 1943 by 1.1 billion rubles (p. 59). These three 
increments add up to 11.9 billion. Assuming that output in regions other than 
the East, Leningrad, and the liberated areas remained constant between 1943 
and 1944, total output in 1944 would have amounted to about 133 billion 
rubles which is higher than the output of the following year 1945. Since a more 
reasonable assumption would be that output in the areas for which no informa- 
tion is given increased in 1944 as against 1943, aggregate output in 1944 may 
have been considerably in excess of 133 billion rubles; in fact, one is driven 
to the curious conclusion that output in 1944 may have exceeded the 138.5 
billion rubles worth of output attained in the last full prewar year, 1940. 

The implausibility of this conclusion, however, throws an interesting light 
both on the statistical nature of the series on volume of industrial output dur- 
ing the war years and on Voznesenski’s reluctance to provide at least an 
indirect indication of the volume of total industrial output in 1944. As has 
been explained elsewhere,’ the Russian index of output, ostensibly based on 
prices of 1926-27, contains an upward distortion resulting from the valuation 
at current and relatively higher prices of commodities which had not been 
produced in the base year 1926-27. There is little doubt that the war years 
imparted a considerable additional inflationary bias to the index because of 
large-scale production of various new types of armaments and munitions.* 


Cf. for the preceding pp. 61 and 77. 

‘Alexander Gerschenkron, “The Soviet Indices of Industrial Production,” Rev. Econ. 
stat., Vol. XXIX, No. 4 (Nov., 1947), pp. 217-25. 

That prices of military commodities in 1942 were 28 per cent below 1940 (p. 127) does 
t necessarily preclude their inflationary effect on the index because even the lower prices 
' 1942, which were attached to “new military commodities” introduced in that year, not 
nly were greatly in excess of the general price level of 1926-27, but very likely also were 
igher than the average hybrid “1926-27” price level underlying the index figure for 1940, 
while the share of these commodities in total industrial output of course had grown to 
formidable proportions. That Voznesenski refrains from giving price data for 1943 may 
indicate that prices in that year were higher than in 1942. At any rate, it may safely be 
ssumed that at least by 1944 prices were well above the level of 1940. In 1944 the 
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Thus the figures given, or rather implied, by Voznesenski are undoubtediy jp 
need of adjustment. This must be particularly true of the data for 1944. While 
such an adjustment cannot be essayed here, it is quite likely that it would 
reduce the industrial output figures in such a way as to leave output in 1944 
considerably below that of 1940. 

By refraining from a more definite statement on output in 1944 Voznesenski 
avoided giving a figure which would have cast renewed doubt on the validity 
of the Soviet industrial series and, furthermore, would have revealed a decline 
in output in 1945. Such a decline is altogether plausible. It supports previous 
scattered indications that the process of reconversion from wartime industria] 
output began in Russia as early as 1945. In the following year this process led 
to a very considerable further decline of output.* 

In this connection a few words might be said about manpower in industry 
On the basis of Voznesenski’s statements the number of persons employed in 
industry can be estimated as follows:® 1940, 10.65 million; 1942, 6.70 million: 
1943, 7.35 million. This very considerable decrease in the number of indus- 
trial laborers casts further doubt on the feasibility of achieving a volume oj 
industrial output in 1943 only 15 per cent below prewar. The data for the 
industrial labor force in conjunction with those on the value of industrial gross 
output imply the following index of gross output per worker: 1940 = 100; 
1942 = 118; 1943 = 127. Voznesenski states that “in the two years of the 
war” (presumably the years 1942 and 1943, to judge by a hint on p. 46) the 
number of working hours per worker increased by 22 per cent and in addition 
the hourly output per worker increased by 7 per cent (p. 114).°® 

Many of Voznesenski’s statements about technological progress in war 
industries are altogether convincing. Incidentally, many improvements, such 
as the introduction of the assembly line during the war, have been inherited 


average monthly wage in industry was 53 per cent higher than the increase of average 
hours per worker, both in relation to 1940 (pp. 114 and 117). Introduction of “new 
commodities” at these prices obviously reinforced the upward bias of the index. 

“Cf. Alexander Gerschenkron, “A Note on Russian Industry in 1947,” Am. Slavic and 
East European Rev., Vol. VII, No. 2 (April, 1948), pp. 139-43. 

*P. 109: “The number of workers and salaried employees in 1943 was 38 per cent lower 
than in 1940 although the share of industrial workers and salaried employees increased 
from 35 per cent in 1940 to 39 per cent in 1943.” The total number of workers and 
salaried employees in 1940 equaled 30.4 millions (cf. Voznesenski, Report to the 18th 
Conference of the Communist Party of the U.S.S.R., Pravda, February 19, 1941). A 
cordingly, industrial workers and salaried employees in 1940 equaled .35 x 30.4 = 10.64 
the total number of workers and salaried employees in 1943 equaled 30.4 K .62 = 18.85 
of which industrial manpower = 39 per cent = 7.35 million. Industrial manpower for 
1942 is derived from the statement (p. 113) that “productivity of labor” in 1943 was ’ 

103 1.07 x 7.35 


121 


= 6.69, The concept of 


per cent higher than in 1942. Accordingly, 


per worker regardless of hours of work. Cf. Slovar’-Spravochnik po sotsial’no-ekono- 
micheskoy statistike (Dictionary-Handbook on Socio-Economic Statistics), Moscow, 1%, 
p. 218. 

* This statement, incidentally, implies either a somewhat higher gross value of industrial 
output in 1943, or a somewhat lower number of industrial laborers in the same year, ta! 
is implied in other passages of the book. 
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by the postwar period. It is difficult to believe, however, that even the con- 
siderable extension of working hours coupled with technological improve- 
ments could offset the very great qualitative deterioration of labor owing to 
‘nferior skills and much less favorable age composition. In addition, higher 
cost would be expected to accompany such sudden increases in output as took 
place in the eastern regions of the country. Voznesenski states indeed that the 
index of cost of output was steadily falling between 1940 and 1943.7 The 
probable explanation, however, is that the cost-of-production index used is 
based on weights of 1943 (or perhaps even of 1944) and accordingly exag- 
g ; the cost of industrial output in 1940, when the relatively high-cost 
war industry represented a much smaller portion of the total industrial output. 
lo a considerable extent, therefore, the claimed increase in productivity must 

apparent rather than real and reflects the same inflationary factors which 
create an upward distortion of the index of industrial ouput. 

Of some interest are Voznesenski’s data on the distribution of the “aggre- 
rate social product of the U.S.S.R.” Regrettably, only percentage shares are 


given. These data may be tabulated as follows:*® 


THe AGGREGATE Propuct oF THE U:S.S.R. 
(In per cent) 
1940 1942 
Productive consumption 43 43 
Personal consumption (including consumption by the 
members of the armed forces) 42 
Net investment 11 
Var expenditures (excluding personal consumption by 
members of the armed forces) 4 


100 


The surprisingly low share of war expenditures is caused first of all by the 
use of “aggregate social product.” The concept is defined in Russia as the 
‘sum of gross outputs of all branches of physical production.’® Gross output 
refers to additive outputs in individual productive units without any deduction 
for inter-plant sales of materials. Accordingly, the category “productive con- 
sumption” includes the value of materials, counted repeatedly, through suc- 
cessive stages of transformation. It also includes allowances for depreciation. 
\ggregate social product diminished by productive consumption yields na- 
tional income in the Russian concept, which is essentially one of physical 
productivity. When this deduction is made from the figures in the preceding 
table (as is done by Voznesenski on p. 67 for the years 1940 and 1942 and is 
implied by him for 1943), the share of war expenditures assumes more plausi- 
ble proportions. It is, however, still understated, for at least two reasons. First, 
as was indicated before, because consumption of the members of armed forces 
is not included under war expenditures; second, because in the Russian con- 


10 = 100; 1941 = 93.1; 1942 = 87.6; 1943 = 85.4 (p. 134). 
*P. 65. It must be assumed that these data relating to the aggregate social product are 
ased not on prices of the year 1926-27, but either on current prices or on those of a 
relatively recent year. 


‘Cj. Slovar’-Spravochnik pa sotsial’no-ekonomicheskoy statistike, p. 39. 
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cept, national income includes the turnover tax which is charged almost ¢,. 
clusively on consumers’ goods so that the share of consumption in nation, 
income is inflated. 

A very rough attempt may be made to eliminate the turnover tax from th 
national income figures. In 1940 that tax amounted to about 42 per cent of tota| 
consumers’ expenditures.’® Assuming that the same ratio prevailed in 194) 
and 1943,"" an adjusted estimate of the percentage distribution of the nation, 
income may be obtained. The adjusted data are compared in the following 
table with the unadjusted data as given or implied by Voznesenski. 


ComposiITION oF NATIONAL INCOME 
(In per cent) 


1940 1942 1943 
Unadjusted Adjusted|Unadjusted Adjusted | Unadjusted Adjusted 


Personal consumption 
(Including personal 
consumption by 
members the 
armed forces) 

Net investment 

War expenditures 
(Excluding person- 
al consumption by 
members of the 
armed forces) 7 10 


100 | 100 


No attempt has been made to shift consumption of the members of th 
armed forces from the category of personal consumption to that of war e:- 
penditures; to that extent the adjustment again may be incomplete.’* Even 
so, the adjusted data provide a clearer picture of the relative significance oi 
war expenditures in 1940; of the extraordinarily low share of personal con- 
sumption in an aggregate net product which doubtless was greatly below pre- 
war in 1942 and 1943; and of the formidable proportions of national income 
which during those years were being devoted to war expenditures. 

Voznesenski’s book contains considerable additional data which, upon care- 
ful scrutiny, may serve as a basis for useful estimates of various factors in the 
Soviet economy. The book contains a still larger number of data which 
excite curiosity, but do not satisfy it. To give a few examples: The statement 
that “in the first two years of the Patriotic War money in circulation increased 


** Cf. Paul Baran, “National Income and Product of the U.S.S.R. in 1940,” Rev. Econ 
Stat., Vol. XXIX: (November, No. 4, 1947), pp. 229-230. 

“This assumption neglects the increases in tax rates which were decreed in 1942 and 
thus probably still overstates in the result the share of consumption in the total. 

“It should be remembered, however, that the share of consumption net of turnover tas 
in total national income is somewhat deflated by the low prices paid by the government ior 
agricultural products. 
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2.4 times” (p. 139) would indeed increase our understanding of the Russian 
currency reform of December 1947, if the volume of monetary circulation in 
1940 were divulged, which it is not. It would be much more interesting to 
learn that the “volume of capital investment during three years (1942, 1943, 
1944) .. . amounted to about 79 billion rubles” (p. 46) if some price yard- 
stick were provided by which to measure the significance of this figure. Ex- 
imples of this exasperating technique of saying nothing could be multiplied. 
Throughout the book a good deal of material is presented in the form of com- 
parisons between Russia’s economic position and performance in World War 
Il and in the earlier conflict. In this connection, an early chapter is devoted to 
the description of economic progress achieved during the interwar period. The 
author, of course, neither tries to adjust the inflated figures of output given in 
1926-27 prices, nor intimates to the reader that his data might be inflated.*® 
In presenting his comparisons Voznesenski proceeds on the tacit assumption 
that Russia would have passed through two decades of complete economic 
stagnation had not the Soviet regime been established at the end of the first 
| World War. Nevertheless, the comparisons are impressive even to a reader who 
remains aware of their limitations. In fact, one might suggest that the general 
economic progress actually made in Russia during the years of the Five Year 
Plans and the economic achievements of the war years were so great that it 
reve appear unnecessary to the Russians to exaggerate them by use of 
ubious statistical series and misleading statistical juxtapositions. 
"The obverse of the desire to magnify the performance of the Soviet economy 
the tendency to minimize the aid supplied during the war to Russia from 
abroad. Voznesenski’s statement on lend-lease deliveries is so remarkable that 
it may be quoted im extenso: 


. the balance sheet of the Soviet war economy a certain role was also played 
by imports. The foreign trade of the U.S.S.R. provides for the national economy 
additional reserves which make it possible for the Soviet State to increase the 

e of economic growth. In the years of the Patriotic War importation of goods 
into the U.S.S.R. increased from 1,446 million rubles in 1940 to 2,756 million 
rubles in 1942 and to 8,460 million rubles in 1943. At the same time, exportation 
of goods from the U.S.S.R. fell from 1,412 million rubles in 1940 to 399 million 
rubles in 1942 and to 373 million rubles in 1943. In this way the foreign trade 
balance of the U.S.S.R. in the period of war economy was radically chang ed: 
Imports of goods increased almost fivefold while exports of goods fell to less 
than one-third. 

The increase in imports (primarily of raw materials and equipment) took 
place through deliveries of the Allies of the U.S.S.R. in the war against Germany 
and Japan. Nevertheless, if one compares deliveries of industrial goods to the 


"An example of the Russian reluctance to present statistical data showing a decline in 
ut or other magnitudes may be mentioned : In Secmeing increases of outoat and 
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ers of which actually decreased over “the period as a result of the ‘ ‘great slaughter” in 


the years of the collectivization. Yet Voznesenski still contrives to show an increase by 
mparing the 1940 and 1928 livestock populations on collective farms; since in 1928 collec- 
farms were all but nonexistent in Russia, the problem is successfully solved. Typically, 

of the Russian statistician is one of omission rather than commission. 
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U.S.S.R. by the Allies with the magnitude of industrial output of the socialis 
enterprises of the U.S.S.R. for the same period it will appear that these ¢e. 
liveries in relation to domestic production over the period of the war economy 
constituted only about 4 per cent (pp. 73-74). i 


In view of the heroic seli-restraint of the preceding quotation, in whic 
lend-lease deliveries are not described as such but discussed under the role o/ 
foreign trade in the Russian economy in relation to the economic growth oj 
the country, it may seem petty to point out that the total imports cited by 
Voznesenski for 1942 and 1943 add up to 2,116 million dollars** and represent 
only 47 per cent of exports to Russia in these two years from the United States 
alone. Voznesenski remains silent on the fact that lend-lease exports to Russia 
from the United States in 1944 and 1945 even exceeded those shipped in 194? 
and 1943 by 21 per cent. Thus the author’s selective method can be used ty 
understate as well as overstate. Voznesenski carefully selects two years (194) 
and 1943) when lend-lease deliveries had not yet reached their peak, when the 
rate of sinkings was high, and when the time lags between shipment in th: 
United States and arrival in Russia were much greater than in the two follow. 
ing years. The statement that industrial (lend-lease?) deliveries from the Allies 
amounted to about four per cent of total industrial output is perhaps not im- 
plausible in terms of the volume of industrial production during the war years 
in conjunction with certain previous computations concerning evaluation in 
dollars of the “1926-27 ruble.” Voznesenski, however, points out neither that 
the 1926-27 ruble depreciated during the war years for reasons given beiore, 
nor that the tremendous contribution to the Russian war economy made }) 
scarce commodities delivered under lend-lease cannot be significantly measured 
in terms of a global percentage. The global percentage becomes fully meaning- 
less when, as in this case, the value of lend-lease deliveries is related to gross 
data of output containing a large proportion of double counting. 

There is also a certain amount of economic theorizing in the book, which 
yields rather meager results. “The war,” says Voznesenski, “marked a specia 
period in the development of the socialist economy,” and he goes on to state 
that economic laws peculiar to that period were in effect in the spheres 0 
production and distribution. It should be clear that in the concept of economic 
law as used in Soviet Russian literature the original Marxian causality a 
been replaced by a broad and vague teleology: thus a high rate of industrial: 
zation in Soviet Russia is considered an “economic law.’’* It is perhaps no! 
surprising, therefore, that in Voznesenski’s presentation the peculiar economi 
laws of the period refer to little more than the war-provoked necessity of carry- 
ing out formidable changes in the use of the national product and in the locs 
tion of industry. To imply that the economic law of the war economy consis 
in the increased production of war materials is of course a pretentious way 0! 
stating a banality. To present government policies as dictated by immutable 


“In Russian foreign trade statistics values in dollars are converted at the rate of 5 
rubles to the dollar. 

** Cf. Pod Znamenem Marxizma, “Teaching of Economics in the Soviet Union,” reprintee 
in Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), p. 517. 
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economic laws naturally has obvious advantages from the point of view of 
government propaganda designed to vindicate these policies. 

~ On the whole, however, the value of the publication is considerable. Despite 
its innumerable weaknesses, its omissions, ambiguities and trite generaliza- 
tions, Voznesenski’s book undoubtedly is the most important source of in- 
formation now available on Russia’s economic history during the last war. A 
translation into English would be very desirable. 

ALEXANDER GERSCHENKRON 
Washington, D.C. 


Berlin Reparations Assignment. By B. U. RatcHrorp and Ws. D. Ross. 
(Chapel Hill: Univ. of North Carolina Press. 1947. Pp. iii, 204; appen- 
dices, 55. $3.50.) 

This short book is a clear, crisp, relatively objective reporters’ account of 
juadripartite planning and negotiating of the postwar German economy, told, 
it would appear, partly to meet public interest in Berlin happenings and partly 
as a report for the permanent record. The bulk of the volume consists of a 
personal narrative of the Berlin planning and negotiations from August, 1945 
to March, 1946, which eventuated in the short-lived Plan of Allied Control 
Council for Reparations and the Level of Post War German Economy. The 
\CC plan, which the Potsdam Agreement had required, was negotiated from 
separate plans produced by each of the American, Russian, British, and 
French contingents. Ratchford was Economic Advisor for Level of Industry 
on the U.S. side and Ross was one of his assistants. Their level was the only 
one where economic considerations were paramount. Negotiating at the 
higher levels, the authors indicate, was a card-playing, horse-trading, ma- 
neuvering operation in which economic considerations entered only to the extent 
that each negotiator chose, within the limits of his government’s instructions, 
to be obdurate on figures supplied by his underlings. 

Of the fourteen chapters, the first six are taken to set the stage and the last 
is reserved for some general comments on the workability of the final agreed 
plan, together with a postscript which tells of the suspension of further dis- 
mantling of reparations plants a month after the plan was agreed. The first 
chapter is a highly readable and interesting account of physical and social 
conditions in Berlin. Two chapters describe OMGUS (U.S. Office of Military 
Government—Germany) in motion and its machinery and personalities. Two 
other chapters of the prologue are very condensed hearsay accounts of 
American planning and policy developments prior to the authors’ tenure. 
These are out of key with the main theme of the book, which has the nar- 
row time and space setting of an eight-month period in Berlin; and the 
authors’ willingness to make judgments on what they knew only secondhand 
‘ontrasts with more fastidious, limited interpretation of firsthand knowledge 
in later chapters. If the U.S. side of reparation events through the year after 
Potsdam, as viewed by economist participants, is ever to be known with the 
detail with which Ratchford and Ross report the Berlin year of post-Potsdam, 
it will be when Harry White objectively writes on the development of the 
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Despres or Collado on Washington during the first half of 1945 and Potsdam: 
and Kindleberger on Washington during the year which followed. It would be 
unfortunate if these reports were never made. 

Chapters 7 through part of 14 include the contribution of value for the 
permanent record. Starting with the first tentative U.S. Tableau Economique 
for the post-war German economy, completed in September 1945, the authors 
take us blow by blow through the final agreed plan of ACC, adopted March, 
1946. The point to emphasize is that we are told how most of the figures and 
positions came to be, and arbitrary and capricious indeed were the bases a 
times. We may infer how slight, in fact, was the extent of Great Power basic 
agreement in the final Agreement, and how the negotiators, both consciously and 
unintentionally, by-passed these differences to reach the token of accerd, which 
had acquired major significance for itself. It is of interest to note that, on th 
theme of tails trying to wag dogs, the Berlin dynamics took place with appar 
ently few corresponding shifts in Foreign Office views. 

The authors have prepared a tabular comparison of the proposed levels o/ 
annual production and imports of some thirty-five major commodity groups 
from the United States, Russian, British, and French plans for the postwar 
Germany economy (pp. 145, 190-91). These are data publicly available for th: 
first time, to the best of my knowledge, and are useful for comparison with the 
final quadripartite plan. 

The reporting of fact and event is usually distinguishable from the authors 
interpretations of their meanings. On limited interpretation, most of the 
observations follow quite closely from the occurrences they mean to amplify. 
Since I consider that the sole value of the book is in the reporting of all 
details from trivia to landmarks, and that the larger observations are so sum- 
marily made as to be obditer dicta, 1 have not commented on or quarreled with 
the latter. But these are not on a par with the quality of reporting and are 
sometimes quite inadequate. 

An example is the authors’ discussion of the (Calvin B.) Hoover report oi 
September, 1945, the first Tableau produced in OMGUS, which had excited 
public and newspaper comment and criticism as “recommending a ‘soft peace 
for Germany” (p. 82). The authors’ narrow defense of the report, that its 
writers “merely stated their professional opinion [as economists] as to whether 
a given formula could be applied to a given set of facts to produce a certain 
result” (p. 83, 84) overlooks the reason for public excitement and the signi- 
ficance of the report. So far as the public was concerned, the Morgenthau plan 
had been approximately the U.S. policy before and after Potsdam. In fact, « 
the diaries of the former Secretaries of State and War indicate, a departur: 
from this policy had begun well before Potsdam even though Potsdam’s an 
biguities would have permitted interpretations consistent with the Morgen- 
thau plan. 

The Hoover report, part of which reached the public in newspaper accounts, 
represented an important stage in the crystallization of the revised U.S. polic) 
and in specifying the U.S. interpretation. It emphasized a minimum standar’ 
of living and relaxed Morgenthau severity of deindustrialization to permit this 
rather than insisting on most severe deindustrialization, let the standard 
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living fall where it might. Further, the gradual departure of U.S. views from 
‘he Morgenthau plan was not occasioned by technical economic limitations as 
<ych. It was based rather on a gradually growing belief in 1944 and 1945 that 
the probable or possible consequences of extreme economic harshness were 
politically and morally repugnant. It came to be felt that the probable cost 
in U.S. conscience and European social fabric to enforce such a program was 
exorbitant, and that the product might be the opposite of a stable peace. 

For the purpose of this review, the following is more relevant. Anyone who 
would like to know what went on in Berlin military government circles in the 
year following Potsdam will find the book informative. The serious student 
of German reparations will find that the detailed report in Chapters 7 through 
13 contains certain unique information. Since the authors have a vigorous 
fluency, the book is interesting reading irrespective of these. 

Haroitp J. BARNETT* 

Harvard University 

«The views expressed are the personal opinions of the reviewer and not those of the 
State Department, from which he is on leave of absence. 


The Problem of Germany. By Hoyt Price and Cart E. Scuorske. With an 
introduction by Allen W. Dulles. Studies in American Foreign Relations. 
(New York: Council on Foreign Relations. 1948. Pp. xxv, 161. $2.00.) 


For a long time to come and apparently no matter what is to be the turn of 
political and economic events, the problem of Germany will be acute. The 
‘ouncil on Foreign Relations presents in this brief report a fairly well- 
balanced and a sane formulation of the problem. The study was undertaken 
with the participation of research organizations in other countries, and with 
the particular codperation and interest of the Netherlands Society for Inter- 
national Relations. Within the framework established by the Council, Mr. 
Price prepared Part One of the present study, on the economic aspects of the 
German problem. Mr. Schorske’s contribution in Part Two is on the social 
and cultural aspects. 

The survey of the economic problems of Germany in the first two years after 
the end of the war is broad in scope, although some of the subjects are treated 
rather briefly. There are separate chapters on food, raw materials, industry, 
international control of the Ruhr, transport, population and labor, and cur- 
rency reform. An effort is made throughout to distinguish between the im- 
mediate difficulties of the postwar period and the long-run problems. 

Chapter I on The German Food Problem suffers from the perhaps unavoid- 
able influence of the official point of view of the occupation authorities. There 
is very little discussion of the difference between the actual food consumption 
and the allotted ration of the German population in the bizonal area in 1946 
and 1947, The consumption of unrationed foodstuffs is barely mentioned, and 
the failure of the authorities to fulfill continuously the low basic ration is 
hardly touched upon. The understandable recalcitrance of the German peasant 
in delivering foodstuffs to the cities, in the face of a disordered system of 
money and prices, is given less emphasis than it deserves. The conclusion, how- 
ever, of the chapter on agriculture should command agreement; the goal of 
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long-run policy, argues Mr. Price, should be to make German agriculture “pay; 
of a system of world agricultural production organized so as to provide ap 
optimum distribution of .. . resources.” 

The chapters on raw materials and on manufacturing industry stress the 
difficulties caused by the low level of coal output and by the inadequate diets 
available to miners and industrial workers. Here again, there is insufficien; 
emphasis on the confusion traceable to a money mechanism gone awry and 
to the lack of an effectively functioning price system. Mr. Price points politely 
to the bungling of the occupying powers in their efforts individually to decide 
and collectively to agree upon over-all planning. He himself believes anq 
argues cogently that economic disarmament with its other necessary controls 
against future aggression can be carried out along with a reintegration oj 
German industry into the European economy. 

The chapter on The Need for Currency Reform is not strong. Some financia! 
facts and proposals are reviewed, but little analysis is undertaken. Statements 
such as: “Prices and wages have ceased to have any economic meaning in 
Germany today,” and: “A minor deal on the black market may bring in just 
as much or more money as a week or two of hard work,” are not developed, 
Nor are these points clearly enough related to the problems of food supply, 
of industrial production, and of the productivity of labor. 

Mr. Schorske’s review of the social and political aspects of the German 
problem is better and soberer than most. Without despair but with little optim. 
ism for the immediate future he deals with the issue of establishing democracy 
in Germany. It may well be that democracy in the western sense can emerge, 
grow, and become an established tradition only in a social context which 
includes relatively free economic institutions in which the units are small and 
market-codrdinated. The authoritarian propensities of German life about 
which westerners complain are possibly attributable in part to the highly 
organized nature of the German economy for so many decades. If this is so, it 
follows that the internal economic and social problems of Germany are by » 
means so separate as is their treatment in the Council’s study. Mr. Schorske's 
review of the intellectual trends in postwar Germany is informative and inter- 
esting. He has hesitated neither before the tasks of weighing the significance o/ 
feuilleton materials nor of offering criticism of the theology of German clerics. 


D. S. Watson 
George Washington University 


National Income and Product; Income Distribution; 
Consumption Statistics 


Le Revenu National: Son Calcul et sa Signification. By FRANGOIS PERROUX 
PreRRE Uri, and JAN Marczewski. (Paris: Presses Universitaires (e 
France. 1947. Pp. 310.) 

This book is addressed primarily to fellow economists in France, government 
officials, and others who may be able to hasten the day when a reasonabl) 
reliable estimate of the national income of France, with its major subdivisions, 
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mav be constructed. There is much work to be done. “It must in fact be 
realized that, in the present state of French statistical data, any serious esti- 
mate of national income, even presented in a very simplified form, is prac- 
tically impossible” (Marczewski, p. 231). The necessary censuses of produc- 
‘ion are not being taken; the income and other data that might be com- 
piled by the tax authorities must await reorganization of the methods of 
filing the records, among other things; family budget data are sparse; records 
of governmental outlay are not up to date; the social insurance office has been 
compiling only totals of amounts received without a record of the time periods 
to which they refer or the rates under which they were paid. At the same time, 
business men and government officials are harassed by uncoordinated barrages 
{ questionnaires. And when the requisite action has finally been taken to im- 
prove the information-gathering mechanisms, formidable obstacles will be en- 
countered owing to the lack of record-keeping by many business firms, espe- 
cially in agriculture. 

There are some favorable factors, however, notably the existence of the 
turnover tax, which can be made to yield tabulations of considerable assist- 
ance to the national income estimator. These and other details, together with 
specific suggestions for a far-reaching reorganization of the government sta- 
tistical agencies, are given in Section II of the volume, “Conditions et plan du 
travail nécessaire au calcul de revenu national francais,” by Pierre Uri. To the 
\merican specialist in national income, Mr. Uri’s section is probably the one 
of most interest. The detail in which the French problem is treated is sugges- 
tive of improvements that might be considered in the United States, or, on the 
other hand, produces a sharper realization of the progress that has been made 
in this country. 

In the first part of Section III, by Jan Marczewski: “Les tableaux de la 
comptabilité et du revenu de la nation,” the interest lies rather in attempting 
to follow Mr. Marczewski’ prescriptions for setting up a system of accounts, 
assuming that the data have been gathered. Here, so far as the present re- 
viewer is aware, is the second attempt that has been made to represent the 
flow of national income, in all its major details, in the form of a colored 
chart (the first being that of Derksen in A System of National Book-Keep- 
ing). Marczewski adds to the Derksen type of chart by including also the 
flow-of-goods counterpart of the money flows. Moreover, he provides three 
harts, each of the same internal structure, but varying in the thickness of 
certain lines, to indicate conditions of economic equilibrium, inflation, and de- 
lation. By an ingenious use of three colors, distinctions are drawn between 
‘actor payments and other payments, and expenditures for capital goods and 
consumption goods. This method of exposition suffers, however, from two 
defects that are so marked that it seems likely that the effort and skill that 
went into it could have been better devoted to constructing more model tables 
to explain the points at issue. First, the number of lines on one chart is so 
great that the reader is apt to become exasperated before he becomes informed, 
unless he has a special liking for visual methods of exposition. Second, the 
lescription of states of equilibrium, inflation, and deflation runs in terms of 
items ior some of which there are no data available in any country. The 
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distinction between a growth in “encaisses,” a growth in “capital circulant” 


and a growth in hoards (thésaurisation), on page 248, illustrates the point 
The present reviewer is unable to share the author’s optimism that “Know. 
edge of the real data on the national income and its elements would make }; 
possible to attach to each line of flow on the chart the numerical coefficien;; 
indicating its size” (p. 253). But it is in some respects a useful exercise to work 
through the charts and the text, comparing them with the coucepts used jn 
American and British analyses. The second chart is incorrectly drawn; the line 
showing advances to the state should be heavier than the others. 

It may be doubted that all of the five conditions given for equilibrium, o; 
inflation, or deflation on pages 247-54 are always necessary, and in certain cir. 
cumstances they may not be sufficient. They are, however, helpful in the djs. 
cussions of inflation and deflation in so far as they represent tendencies in the 
direction specified. On this point much depends on just how the concepts tha 
Mr. Marczewski uses would be defined in detail when it came to collecting 
data to fill these particular economic boxes. 

The treatment of the government product in Part III seems internally in- 
consistent, or at least not given in sufficient detail. The net national income a 
factor cost, as the sum of factor payments, or, alternatively, the sum of the net 
products of each industry, is computed without deducting direct tax payments 
and loans to the government. The gross total at market prices is obtained by 
adding depreciation and indirect taxes. Thus far the concepts follow the 
official American and British procedure. But the sum of final products at 
market prices (pp. 259-60) seems to include, so far as the government outlays 
are concerned, only the purchase of consumption goods and services, and the 
outlays on capital goods. Apparently, if the state increases its outlay on the 
police force (see p. 245), the “dépense national brute au prix du marché 
will not increase, while there will be an increase in “produit national net” 
(sum of factor payments), if the outlay is financed by direct taxes or loans 
and in the “produit national brut au prix du marché” if business taxes ari 
employed. 

Part I, “L’Evaluation du revenu national et ses utilisations,” by Francois 
Perroux, director of the Institute of Applied Economic Science, accounts for 
well over half the total volume, but is of somewhat less interest to the Amer- 
can reader than the other sections, since it is primarily a description of th 
chief methods of assembling the national income data and of the state | 
national income analysis and compilations in countries other than France 
most of which information has already been made available in English. But 
Mr. Perroux’s analysis of the attempts made by previous French workers i 
the field of national income contains information not readily available else- 
where. 

The general impression given by the book is that the planning of national 
income estimates in France has enlisted, in the persons of the three authors 
economists who are fully aware of the size of the task before them, well in- 
formed on the progress of work in other countries, and correspondingly eaget 
to utilize what is best of the techniques developed abroad. There is also the 
impression, though this may be due merely to the fact that this volume cannot 
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be expected to cover every topic in detail, that the authors have some further 
analysis of concepts to carry through, especially with regard to the government 
sector. Meanwhile, the most urgent need is the reorganization, on a large 
scale, of the gathering of the underlying data. Hence the next steps forward 
depend not on the economists but on the legislators and government officials. 
Car S. SHOUP 
Columbia University 


Value of Commodity Output Since 1869. By WiLL1AM Howarp SHaw. (New 
York: National Bureau of Economic Research, 1947. Pp. 305. $4.00.) 


This volume presents historical series on the production of finished com- 
modities, including manufactured goods, foods, fuels, and construction ma- 
terials. The commodities are grouped into producers’ durable goods and con- 
sumers’ durable, semidurable, and perishable goods. Several hundred indi- 
vidual commodities are shown for each of the eight Census of Manufacturers 
years from 1869 to 1919, and about forty composite series are shown annually 
from 1889 to 1939, in current and constant prices. The emphasis is on statistics 
for the period 1869 to 1919, because similar work on the later period is under 
way in the Department of Commerce. 

In Part I, Mr. Shaw compares the movements of his aggregate series in 
constant prices with those of the National Bureau of Economic Research in- 
dexes of manufacturing, mining and agricultural output, and finds close cor- 
respondence in both the long- and short-run fluctuations. He then defines the 
concepts involved, studies the movements over time of his aggregate and com- 
ponent series, and presents the estimates. The remaining parts of the book, 
nearly 75 per cent of the total number of pages, are devoted to a systematic 
explanation of the sources and methods used in compiling and adjusting the 
estimates. This explanation is so complete that the reader can make his own 
judgment of the quality of each series published. 

Mr. Shaw’s series fill an important gap in industrial statistics. In the manu- 
facturing field, for example, they supplement the better known measures of 
value of products, value added by manufacture, and income produced. Value 
of products and value added are standard Census of Manufactures measures. 
However, as the Census Bureau is careful to point out, value of products is a 
defective measure of manufacturing output because it duplicates values. By 
way of illustration, suppose that Plant No. 1 makes and sells a roll of copper 
wire to Plant No. 2 for $100, and that Plant No. 2 uses the wire to make 
radios and sells the radios for $200. The value of products reported to the 
Census Bureau is $100 by Plant No. 1 and $200 by Plant No. 2. The Census 
Bureau does not eliminate the duplication of the value of the wire but com- 
putes $300 as the total value of products for these two plants taken together. 
Value of products is, thus, an inflated value, consisting of partly finished goods 
(such as wire) and finished goods (such as radios). The value of the partly 
finished goods is often counted twice, and sometimes even more times. 

. Value added by manufacture eliminates most of this duplication. Suppose 
further that Plant No. 1 obtained its materials from a nearby mine at a cost 
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of $25. The value which it added to these materials is $75 ($100 value oj 
products less $25 cost of materials). Similarly, Plant No. 2 added $100 ty 
the materials which it purchased from Plant No. 1 ($200 value of products 
less $100 cost of materials). Total value added by the two plants amounts to 
$175 ($300 total value of products less $125 total cost of materials). Value 
added measures the total contribution of manufacturing plants to the value 
of manufactured commodities. It is not entirely free of duplication, however. 
since it includes allowances for depreciation of capital equipment (which 
represent values created in earlier periods) and expenses such as taxes, rent 
insurance, etc. (which represent payments to nonmanufacturing industries 
If these elements of duplication are eliminated, we have net value added, the 
contribution of manufacturing establishments to total national income. 

The value of the finished manufactured goods is the value of commodities 
which either leave the manufacturing system or are retained by it as capital 
goods. In our example, it is $200—the value of the radios. This is Mr. Shaw's 
measure. As indicated, it is estimated by adding together the values of all 
commodities reported in the form in which they are employed in their ultimate 
use. It equals the sum of the value of raw materials obtained from nonmanv- 
facturing industries (mines, forests, fisheries, agriculture) and value added 
by manufacture. Unlike value added, it measures the full value of the com. 
modities produced in manufacturing plants and, unlike value of products, it is 
free of duplication. Some notion of the relative magnitudes of these measures 
can be obtained from the 1939 figures: value of products, $57 billion; value 
of finished manufactured goods, $31 billion; value added by manufacture, $25 
billion; and income produced in manufacturing (net value added), $18 billion. 

The frequent confusion of value of products with the value of finished manu- 
factured goods is an important reason, though by no means the only one, for 
welcoming the appearance of Mr. Shaw’s book. To cite a typical case, value 
of products has often been misused in analyzing the effects of a rise in wages 
upon the price of manufactured goods. The argument is frequently made that 
the effect of a rise in manufacturing wages upon the price of manufacture’ 
goods need not be large because wages make up only a small proportion of the 
value of manufactured commodities. The evidence used in support of this 
argument is that in 1939, for example, wages ($9 billion) accounted for only 
16 per cent of total value of products ($57 billion). Hence, the argument runs, 
a given rise in manufacturing wage rates would not require the relative price 
increase for manufactured goods to be more than one-sixth as great. The fal- 
lacy of this argument lies, of course, in the comparison of the unduplicated 
wage aggregate with value of products instead of with value of finished manv- 
factured goods. (In analyzing the effect upon the price of manufactured goods 
of a more general increase in wages, the sum of wages paid by materials pr 
ducing and by manufacturing industries should be compared with the value 
of finished manufactured goods. Of course, other factors, such as the effect 
of the increase in wages upon the demand for the manufactured goods, mus! 
also be taken into account.) Mr. Shaw provides some of the data needed (0 
deal intelligently with this problem, both in current affairs and in historical 
studies. 
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One may question some features of this book, for example the adequacy 
‘the cyclical analysis at the beginning. But one cannot question the usefulness 
‘the historical series presented and the soundness of the statistical work that 
S went into making them up. 

JuLius SHISKIN 
Vashington, D.C. 


Business Cycles and Fluctuations 


Des Mouvements Economiques Généraux. By Lton H. Duprtez. (Louvain: 
Institut de Recherches Economiques et Sociales de ]’Université de Lou- 
vain. 1947. Vol. I, pp. xi, 552; Vol. II, pp. 648.) 


The economic movements referred to in the title are of three kinds: secular 
crowth, long waves, and business cycles. To describe more specifically the 
§ scope and purpose of this obviously ambitious work is not easy. Of more than 
, thousand pages of text, the first 200 may be characterized roughly as a 
eview of the development of economic doctrine, with special reference to the 
rigin, status, and varying interpretation of Say’s law of markets (Part I). 
The next 300 pages (Part II), which complete the first volume, are concerned 
with the growth of population, resources, output and productivity in indi- 
vidual countries and in the world as a whole, since the eighteenth century. 
In the second volume, the first 250 pages (Part III) notice the evidence for 
the existence of Kondratieff or long cycles, and the remaining 250 are con- 
erned with business cycles (Part IV). Yet the treatment is so discursive and 
the relevance of many passages so obscure, that a mere statement of the 
stensible allocation of space is misleading. For instance, there is much stimu- 
lating material in Part I of which no further use is made; again, despite the 
author’s use of Say’s law as an organizing idea throughout Part I, systematic 
liscussion of the development of monetary doctrines is postponed to Part III 
where it has the air of a digression) and of modern ideas about money to 
Part IV. 

The author’s treatment of secular growth, illustrated by numerous charts, 
is almost wholly in terms of physical output of individual commodities. The 
ise of exponential and logistic trend lines abundantly confirms the results of 
others that for data of this kind retardation of growth is the rule. The author 
finds on the other hand no evidence of retardation of growth in output per 
worker or per capital instrument, nor any reason to expect such retardation. 
Much statistical data, including of course price series, are assembled for the 
discussion of long cycles. These the author regards as sufficiently well estab- 
ished to require explanation, and the insensitivity of physical output series 
to such cycles leads him to the conclusion that any explanation must lie in 
the monetary field. 

The analysis here appears inconclusive partly, this reviewer believes, be- 
cause of the author’s steadfast refusal to remove any form of secular trend 
irom his data before beginning to look for long cycles. Thus the statistical 
discussion of Part III is wholly in the shape of comparisons of annual per- 
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centage rates of change for arbitrarily chosen periods, each supposedly repre. 
senting a cycle phase. In several cases slight changes in the choice of perigj 
would apparently produce sharply varying results. 

The author excuses himself from systematic statistical treatment of businey 
cycles on the ground that the facts are well known. His account of suc 
cycles is on the whole conventional. Indeed, Part IV is chiefly remarkable fg 
a lengthy chapter (XIX) devoted to the pure theory of money, in which the 
idea of neutrality in the money supply is rejected as an unintelligible concep, 
and the followers of Wicksell (though not Wicksell himself) are reproache; 
for divorcing monetary from general equilibrium theory. Part IV also contain 
(Chapter XX) a critique of the Keynesian notion of underemployment equi- 
librium, intended to prove that no such state can exist. The discussion, hoy. 
ever, appears to turn mainly upon the meaning of the word “equilibrium.” 

There can scarcely be an economic controversy of the past to which the 
author does not refer at some point, yet the book is not sufficiently systematic 
to be recommended as a history of doctrine. Again, much space is taken y 
with the industrial revolution and the growth of the world economy, yet insti. 
tutional changes are given too little attention for the work to satisfy the 
economic historian. Some few chapters, especially those dealing with secular 
growth, will be of interest to statisticians, but the book is mainly literary in 
treatment. The author’s summaries of the views of others are for the mos 
part fair and accurate, and his critical comments are sometimes acute. Exten- 
sive appendices contain a few unpublished series (mainly for Belgium), a large 
collection of growth rates and other derived data, and much bibliographical 
material. 

The book will have reference value, especially to those interested in secular 
growth or long waves; portions of it, too, could clearly be useful as a text 
The author tells us that it was written during leisure forced upon him by the 
German occupation of 1940-44. It is impossible to avoid the impression tha! 
some of its defects result from this fact. In more normal circumstances Pro- 
fessor Dupriez might have had a clearer notion as to the character of his 
audience, written on a more uniform level, and tightened the organization 
his book. 

HAROLD BARGER 

Columbia University 


Planning and Paying for Full Employment. Edited by Appa P. LERNER ant 
FRANK D. GrAHAm. (Princeton: Princeton Univ. Press. 1946. Pp. 22? 
$3.00.) 

This book contains eleven essays written for the American Labor Confer 
ence on International Affairs held at Princeton in the summer of 1944. An 
attempt was made to discuss a number of aspects of full employment and to 
present different views. The book presents several specific plans by Frank D 
Graham, Carl Landauer, Hans Neisser, Eduard Heimann and Abba P. Lerner 
a proposal for tax reform by the late Henry Simons; a discussion of wage 
policy by Alfred Braunthal; and of foreign trade and investment by Broadus 


\fitr 
Mitco 


\ 


sixteel 


F. W. 


begin! 


and 
are 
any if 
tion, t 

The 
of the 
many 
detail 


latter 
if left 
deflat 


certal 


 neede 


Wi 


of ou 


view. 
heart 


heart 


sugge 
consi 
meck 
cussi 
threa 
Will 


acco! 


| 
| 
equa 
posa 
Fu 
u 
or 
OVE 
ne 
CISC 
mar 
wei 
+f 
4 
a 


as 


BOOK REVIEWS 667 


\{itchell and Norman S. Buchanan. To prevent the reader from going astray, 


: sixteen principles of full employment are stated early in the book by Margaret 


F, W. Joseph, and a survey covering all other papers is preseuted at the very 
beginning by Albert Halasi. The contributors had access to each other’s papers 
and could therefore engage in mutual criticism. Without exception, all essays 
are written in simple non-technical language and are therefore accessible to 


; any intelligent layman. From the point of view of organization and presenta- 


tion, the book is definitely a reader’s paradise. 

The most important essays belong to Graham, Landauer, and Lerner. None 
of them makes a significant addition to the authors’ earlier views with which 
many readers will already be familiar. We can therefore dispense with a 
detailed account and concentrate our attention on their general approach. The 


§ jatter is quite typical of a good part of contemporary economic literature: that 


if left to itself, the economy will alternate between periods of inflation and 
deflation, with the major emphasis being placed on the latter. Therefore, 
certain measures, mostly concerned with the level of aggregate spending, are 


' needed if stability at a full-employment level is to be achieved. 


With this attitude there is no reason to quarrel. Certainly the performance 
of our economy over the last two decades gives ample ground for this point of 
view. But what does disturb the reader is the remarkable, shall I say, light- 
heartedness with which the three authors approach their tasks, a light- 
heartedness which at times acquires a distinctly Utopian flavor. The measures 
suggested in the book are important ones; their acceptance would require 
considerable changes both in our thinking and in the working of our economic 
mechanism; they would have to leave the quiet atmosphere of academic dis- 
cussions and embark upon the rough voyage of practical applications, ever 
threatened by Congress, government agencies and, of course, pressure groups. 
Will the measures have enough armor to withstand these hazards and still 
accomplish their ends? There is little indication that the authors have devoted 
much thought to this question. Good logic, helped here and there by a few 
equally good wishes, was evidently regarded as adequate to give the pro- 
posals sufficient stamina to reach their goals. 

The tone of the book is set by Graham’s essay under the significant title of 
“Full Employment without Public Debt, without Taxation, without Public 
Works and without Inflation.” Its essence consists in extending central bank 
action from the purely monetary field where it now operates to that of com- 
modities. During deflation a Federal Reserve Corporation (FRC) buys liens 
on standard storable (consumer and producer) goods at a price “sufficient to 
cover the enterpriser’s out-of-pocket expenses .. . ” (pp. 44-45). As prices rise, 
the producer will repay his lien (on a first-in-first-out basis), or, if he has 
discontinued his business, the FRC will have a right to sell the products in the 
market. The usefulness of the scheme is thus not limited to deflation only, a 
welcome advantage as compared for instance with public works. It can also be 
put in and out of action with greater speed and ease than many other stabiliza- 
tion plans. 

\s one of a set of measures to stabilize the economy, this plan has much to 
de said for it, particularly when applied to agricultural commodities whose out- 
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put is subject to considerable fluctuations. It comes close to the principles ¢j 
an “ever normal granary” which is supposed to be reflected in the operation; 
of our Commodity Credit Corporation. But when Graham’s proposal is mag 
the central and almost exclusive feature of stabilization policy, the reader j 
justified in getting a bit worried. The actions of the FRC will by their yer 
nature affect the profits and incomes of many producers. (And what js a 
“out-of-pocket expense” of a “responsible” producer which Graham wishes , 
cover?). Prices to be paid, timing of purchases and sales, and the desirabj, 
size of stocks to be held cannot be determined in advance by a formuk: 
specific decisions will have to be made in each particular case. These decision; 
will depend upon, among other considerations, the expected movement of th: 
cycle—a subject on which, with the present state of economic prediction, 
many differing opinions can be honestly and intelligently held, to say nothing 
about opinions affected by prospects of gain. Under these conditions the 
possibilities of abuse and of political pressure will be enormous, and the pres. 
sure will be directed only from one side, i.e., from the producers’ side, since 
in our society consumers carry amazingly little political weight. It will there. 
fore be easy for the FRC to acquire goods but difficult to dispose of them. And 
if so, the proposal loses many of its advantages mentioned above. 

I do not mean to say that Graham’s plan should therefore be abandoned 
But it should be recognized that it is directed at a particular society—the 
United States, and that this society has certain characteristics and a goven- 
ment of a certain type, and that the nature of both profoundly affects th: 
workability of this or of any other plan. I would say that Graham’s plan may be 
more workable in England, where the government is relatively better protected 
from pressure groups. The examination of the operations of our CCC, par- 
ticularly before the war, (when, I understand, the Corporation was not very 
happy about its selling prospects) could offer some valuable suggestions re- 
garding the workability of plans of this type. Yet, in spite of the fact that 
Graham discusses his plan in considerable detail, the problem of its practical 
workability is not mentioned at all. It is briefly commented on by Lerner, wi: 
shows some awareness of this question when it applies to plans other than his 
own. 

It can also be argued, and perhaps on very sound grounds, that the ver 
fact that Graham’s plan is easily subject to abuse is an important advantage 
it can appeal strongly to specific producer groups, a flavor so sadly lackin; 
in most of our stabilization cookery. It may, therefore, have a much better 
chance of being passed by Congress than other, perhaps healthier, but les 
spiced stabilization proposals. But to say this would subject the author to the 
full wrath of our morality, and he prudently remains silent. I wonder how 
much longer it will take before we economists brace ourselves to look into the 
face of political reality. 

For Landauer, Graham’s scheme evidently does not go far enough, an 
he suggests the so-called “Ezekiel plan,” according to which a government! 
planning agency would guarantee markets for specific products to specilit 
producers and at specific prices. Such a plan raises of course all the questions 
which the reader might address to Graham and many more besides. But 00 
answers are provided. 
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Lerner’s essay, “An Integrated Full Employment Policy,” follows his Eco- 
nomics of Control and his earlier article on “Functional Finance” so closely 
that no examination of it is meeded here. The excellence of his logic is well 
recognized. But one of his suggestions comes quite close to Graham’s plan 
(which Lerner himself criticises), and it may therefore be worth while to 
take it up here. I am referring to his “Counterspeculation.” Its purpose is not 
to stablize the economy, but to combat monopolies by preventing the monopo- 
list from setting his own price. The price is set by the government, and at 
the price so set the producer can sell unlimited quantities, the unsold surplus 
always being taken by the government. And when the market price exceeds 
the guaranteed price, producers will refund the difference to the government. 
At this point the reader feels like having a long talk with the author, but the 
space allowed to a book review does not permit us to indulge in this pleasure. 
Let us ask only one question: what if all or some monopolists refuse to 
participate in the plan? “Such opposition to the application of counter- 
speculation would be clearly seen,” we are told, “as a selfish attempt to exploit 
the public. It would therefore not be too serious a political difficulty” (p. 176). 
This leaves the reader speechless. For his remarkable logical powers, Learner 
has few equals among contemporary economists; for his remarkable intellec- 
tual courage, he has none. I am tempted to say the same about his equally 
remarkable disregard of reality. 

The treatment of wage policy proceeds along similar lines. Alfred Braunthal 
in his ‘Wage Policy and Full Employment” is more concerned with wages not 
rising sufficiently fast rather than too fast, an attitude perfectly understandable 
four years ago. But what if unions insist on wages rising faster than produc- 
tivity? Braunthal gives the following answer: ‘The workers will have so high 
a stake in the preservation of such a system [full employment] that labor 
unions could not afford to render its working difficult by unwarranted wage 
demands” (p. 145.) Lerner seconds it on the grounds that “The trade unions 
have learned to understand that an all-round rise in wages would not help 
labor because it would be immediately reflected in rising prices which would 
take away all that had been gained and more .. .” (p. 218). This isn’t even 
good economics, because changes in income distribution in favor of union 
» members are possible, at least for a while, and after they wear out, another 
» wage raise can be demanded. But leaving that aside, are these statements 
based on facts (which evidently passed unobserved by the public), or are they 
just pious hopes or good wishes? 

Lerner recognizes that a wage policy based on pressure for ever higher 
wages will lead to inflation. Therefore, “It should not be beyond the wit of 
man to find a more acceptable device” (p. 218). Indeed, it should not. It 
should also not be beyond the wit of man to abolish the silly pastime called 
war, and yet we are preparing for a new one. I think that the whole issue of 
; upward pressure of wages has been exaggerated; I also think that a solution will 
gradually evolve, probably on political rather than purely economic grounds; 
but it will not come about merely as a result of our good wishes. 

Lerner’s description of the benefits arising from full employment is some- 

\bba P. Lerner, “Functional Finance and the Federal Debt,” Social Research, Vol. X 


pp 38-51. 
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what exaggerated: we have had periods of full employment and yet not all oy, 
ills were cured. Yet it is impossible not to appreciate his statement that “The 
security of knowing that one is able to find another job also means that the 
worker is more thoroughly protected against oppression than by legislation” 
(p. 210), a point so often missed by our staunch advocates of individya! 
freedom via private enterprise. But again one has to remember that the pros. 
perity of the ’twenties did not eliminate the sweat shop. 

An attempt to bring some realism into the picture is made by Hans Neisser 
in “Realism and Speculation in Employment Programs,” but with little suc. 
cess. There is no more realism in this essay than in others, and Neisser sy. 
ceeds only in confusing the issues by setting up a number of straw men whom 
he then tries to demolish by logic considerably inferior to Lerner’s. 

Implicit in these essays, as well as in many other economic works, is the 
concept of a government, including of course Congress, as a body of intelligen: 
and rational individuals strongly bent on maximizing public welfare. If it can 
be demonstrated to them by means of good logic (with a few diagrams, ii 
possible) that a certain measure is in the public interest, their acceptance oi 
it should be forthcoming. That the government should so act is a normative 
judgment on which we all agree, but to make it a workable assumption for 
economic policy is an entirely different matter. As citizens, we have a pretty 
good idea of how Congress acts, but as economists we don’t seem to be able 
to devise a workable theory of the State. For the consumer, we assume the 
maximization of some sort of satisfaction, whatever that may be; for the 
business man—the maximization of profits. When we come to a union leader 
we are already puzzled because he does not fit into either of these tw 
categories. But in the case of government, which now handles nearly a quarter 
of our total output, we are quite lost, and have nothing to offer but good 
wishes, unless we want to go back to the exaggerated and oversimplifie 
Marxian theory of the State. Yet if our practical recommendations are to 
effective, we must have a realistic conception of the government, as well as 
of the society in which it operates. Otherwise we shall continue the old game 
of winning every argument and losing every issue. 

Evsey D. Domar 

Johns Hopkins University 


Public Finance; Fiscal Policy; Taxation 


Agenda for Progressive Taxation. By Wi1tt1AM Vickrey. (New York: Mc 
Graw Hill. 1947. Pp. xi, 496. $4.75.) 

The author makes it his task in this book to examine the defects of prv- 
gressive taxation in the United States and to lay out a program of changes io! 
its improvement. He defines progressive taxation as “taxation which tents 
to promote economic equality” (p. 3). He points out that for many taxts 
progressive rates are either not feasible or not effective in promoting economic 
equality. Incomes, consumer spendings, successions and net worth are the 
kinds of tax bases to which graduated rate structures can be effectively applied 
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The author does not suggest how steeply graduated progressive taxes should 
be: he maintains that the answer to this question is largely a subjective matter. 
But. significantly, his objective is to improve the quality of progressive taxes 
so that they may be successfully imposed at more steeply graduated rates than 
would otherwise be feasible. Progressive rates intensify the defects in a tax. 
The defects may cause waste and inefficiency in the economy and may result 
in so much tax avoidance that an increase in real progressivity becomes im- 
possible. There are also other imperfections which, while they do not influence 
the actions of taxpayers, result in additional inequities. 

After introducing the subject, the author begins his work of finding defects 
and proposing improvements with four chapters that deal with various com- 
ponents of income and spending: non-money income, items given special treat- 
ment, deductions, and capital gains and losses. These chapters present an ex- 
cellent discussion of the divergences between income defined for federal income 
(ax purposes and an income tax base that in the author’s opinion would be 
both neutral and equitable. Running through these chapters is a silver thread 
of “cumulative averaging,” which appears as the solution for many hard 
problems. The theory and technique of cumulative averaging is discussed at 
length in the succeeding chapter, and additional technical points are presented 
in an appendix. These chapters, and indeed all the chapters relating to the 
income tax, also have frequent short sections indicating the bearing of the 


© discussion on the spendings tax. 


The next three chapters are on death taxes and gift taxes, which are shown 
ye seriously defective in numerous respects. A substantial change in the 

mcept of these taxes is contained in a proposal that the rates of tax (which 
would be applied to gifts and to inheritances rather than to estates) should 


transferee. This idea, neatly combined with compound interest, appears also 
as a basic element in another proposed plan, the bequeathing power succession 
tax. The bearing of marriage and the family on progression in income, spend- 
ings, and succession taxes is discussed in the next chapter, which is followed by 
one on progressive taxation in states and localities. A chapter on the spendings 
taxes explores the relative merits of the income tax and the spendings tax. 
lt is followed by a chapter on the methods of graduating taxes and by a sum- 
mary chapter which gathers together the proposals from the thirteen preceding 
chapters. These proposals are again presented in a compact “agenda” of 
twenty-one items. Seven appendices develop technical points raised in the 
‘extual material, and a detailed index completes the book. 
| The proposals set forth in the agenda are divided into four groups: vital 
mmediate changes, simple but effective (“bargain counter”) adjustments, 
‘undamental reforms involving basic changes, and further refinements requir- 
ing relatively large additional auditing and administrative work. Most of the 
proposals in the first two groups are along familiar lines, but with frequent 
ingenious twists. Realized capital gains would be taxed at the same rates as 
other income, with full deduction for capital losses. Capital gains or losses 
accrued at the death of the taxpayer or at the time of gift would be taxed 
the decedent or donor in the year in which death or gift occurred. A tax 
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credit of, say, twenty per cent of the interest on state and local securities would 
be substituted for the present exemption. A proposal is made for joint ang 
separate returns which would give substantially the same effect as the income 
splitting plan recently adopted in the Revenue Act of 1948. An earned income 
credit would be allowed for the earnings of each individual, including wives 
and dependents, with a corresponding reduction in basic exemption. These 
are only a few of the twelve proposals in the “vital immediate changes” and 
“simple but effective adjustments.” 

Among the fundamental reforms involving basic changes are the three sub- 
jects to which the author appears to have made the largest original contribv- 
tion and in which he seems to take the most interest: cumulative averaging, 
the bequeathing power succession tax, and the spendings tax. In his cumulative 
averaging plan the author has surely carried the averaging idea to its logical 
and mathematical ultimate conclusion. In the achievement of this result, the 
plan has accumulated great complications which, however, are for the most 
part to be borne by Treasury mathematicians rather than by the taxpayers, 
How practical the plan would be in application is debatable. The almost cer- 
tain inability of the taxpaying public to understand cumulative averaging is a 
significant obstacle to the use of the plan in a democratic nation not yet 
reconciled to control by technocrats. Refinements, moreover, do not remove 
some objections to averaging. Short-term averaging undoubtedly increases tax 
equity between persons with stable and persons with fluctuating peacetime 
incomes, but to average peacetime and wartime incomes is incompatible with 
the imposition of special taxes on war profits and other war-created incomes. 
The proposal for long-term cumulative averaging has the result that, subject 
to adjustments for compound interest and certain refinements, a dollar of 
income received ten or twenty years ago has the same effect on today’s taxes 
as does a dollar received today, and the tax rates of ten or twenty years ago 
have the same weight in determining taxes on today’s income as do today’s 
tax rates. 

Perhaps the major argument for cumulative averaging is that it would re- 
duce both the incentive to postpone or to hasten income realization and the 
inequity of the resulting tax shifts. The incentive would not be entirely elim- 
inated since no uniform rate of compound interest can equate over time the 
varying consumption sacrifices which taxation causes. Moreover, the argument 
does not apply for most income, which can neither be hastened nor postponed. 
Since the capacity to pay taxes which income confers is often highly ephen- 
eral, perhaps the taxpayer, here as elsewhere, is entitled to a statute of limi- 
tations. 

The succession tax on bequeathing power is a highly ingenious device for 
neutralizing the effects of death and gift taxes on the choice of time at which 
a person transfers his property and the route the transfer takes in reaching the 
recipient for whom it is finally intended. Here again compound interest is 
used as a method for bridging time periods, this time more acceptably, since 
these taxes are imposed about once a generation and are usually paid out 0! 
capital, having relatively little effect on consumption. Basing the tax rates 
on the relative ages of transferor and transferee also seems highly appropriate 
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‘o the problem of succession taxes. On the other hand, the plan in its present 
‘orm is so dependent on mathematical formulae and so difficult to understand 
and explain that it is not likely to receive serious policy consideration. 

The discussion of a progressive spendings tax does not lead the author to 
make any firm endorsement of it. On the basis of the analysis presented, even 
the limited endorsement given scarcely seems justified. The suggestion that 
the spendings tax would be more simple than the income tax for large num- 
bers of shopkeepers, small business men, farmers and other self-employed 
persons is puzzling, since one step in the practical determination of spending 
would undoubtedly be the determination of income. 

The analysis presented in this book, although not beyond criticism in spots, 
is in general on a high and often very original level. The amount of knowledge 
necessary to read and understand the book varies widely from chapter to 
chapter and even from page to page. Perhaps most of it can be read with 
interest and benefit by any well-informed citizen with no special knowledge 
of either taxes or economics. Some sections require knowledge of the tax laws 
and of general economic analysis. The chapters on cumulative averaging and 
the bequeathing power succession tax involve mathematical formulae and 
equations beyond the understanding of most taxpayers, tax practitioners, and 
makers of tax policy, and, indeed, probably of most economists. 

Despite, and in some respects because of, the author’s propensity for 
mathematical gadgeteering, this is an interesting and important work for 
students and others who are concerned with federal taxation. 

Roy BLoucH 

University of Chicago 


The National Debt and the New Economics. By S—ymour E. Harris. (New 
York and London: McGraw-Hill. 1947. Pp. xix, 286. $3.50.) 


This book covers a wide range of topics, theoretical, statistical, and his- 
torical. In addition to the discussion of public debt, there are extensive sec- 
tions dealing with compensatory finance, tax structure, and the plight of the 
independent researcher who is ill equipped to compete for public attention 
with an ever-growing array of endowed “research institutions.” Notwith- 
standing elaborate paragraph numbering, the organization of the volume 
might have been tightened and duplication might have been reduced. How- 
ever, it contains a good deal of stimulating and useful material. The discus- 
sion, if sketchy in part, is interesting and well designed to set the reader’s 
mind to work. This is a book which invites comment rather than summary. 
| shall, accordingly, limit myself to some of its major points. 

_ Professor Harris devotes a good deal of attention to problems of tax burden 
incurred in the financing of interest charges. He initially accepts the view, 
Which is wholly correct, that taxes raised to finance interest charges may be 
} burdensome even though the expenditures are merely a transfer item. Atten- 
tion then focuses on the tax to taxable income ratio which serves as a rough 
» ‘ndex of the severity of tax burden. Yet, when estimating the debt potential 

|; 'n terms of taxable capacity (i.e., the level of future tax rates required to 
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sustain a given debt), Professor Harris slips in the assumption (footnote | 
p. 176) that for taxes raised to finance interest payments “the tax burdey 
is one half of the taxes collected, since the money is transferred to rentiers” 
When computing the tax to income ratio, he counts such taxes at only ong. 
half their face value. While this reduces the tax to income ratio by less thay 
one-half (there are other taxes as well), it does result in a substantially lower 
burden index. 

Now it may be granted that this is not a very important matter. As ha 
been pointed out by Professors Harris, Domar, and others, it is quite up. 
likely that peacetime compensatory policies will result in a sharply raising 
debt to income ratio as long as economic growth continues. Also, one need 
not assume that interest charges must be tax financed under all conditions 
However, Professor Harris’s /éger de main raises some interesting theoretical 
questions. The problem, of course, is not whether the ratio of a 50 per cent 
discount is just the proper one. This is necessarily more or less arbitrary, but 
the question of principle is not. Moreover, it is one which periodically re. 
appears in the discussion of the problem. Considering two situations, both 
of which are characterized by the same tax to taxable income ratio, why 
should the tax burden be less if the funds thus raised are used to finance 
interest payments, than if they are used to finance real expenditure? Let 
assume the tax in both cases to be a general tax on all incomes (a special tax 
on interest income only would be partial repudiation and eliminate our prob- 
lem) so that differences in burden cannot be traced to differences in the ta 
structure. The explanation, it appears, must be based on differences in the 
expenditure picture. Various possibilities might be examined. 

First, there is the obvious fact that real expenditures reduce resources 
available for private use, whereas transfer expenditures do not. But unles 
it is assumed that the public use of resources is less advantageous than private 
use, or that the indirect effects of transfer payments are superior to thox 
of real expenditures, this does not explain differences in burden. Clear! 
neither of the two assumptions can be sustained on @ priori grounds. 

Next, it may be noted that increased interest payments not only add | 
the tax bill but also increase taxable income. This, of course, will dampe 
somewhat the increase in the tax rate which is required as a result of higher 
interest payments. However, much the same argument applies to real e& 
penditures. The receipts from both enter into taxable income. If there is an| 
difference in this connection, it is that the required tax rate (required, that 
is, in the “functional finance” sense of preventing inflation) is likely to & 
higher if the government increases real expenditures than if it raises transie 
expenditures by a similar amount. Indeed, conditions may be set up wher 
the required tax rate in the latter case will be equal to one-half of the require’ 
rate in the former case, but such a result is rather unlikely. Moreover, th’ 


* Suppose we start out with a full-employment situation, a national income of } 
no government expenditures. Then consider case (1) where the government introduces ree 
expenditures of the amount R and case (2) where the government introduces interest pay 
ments of the amount J. Also assume that the propensity to consume c is constant and equ 


for all taxpayers. For the case of interest payments, the required tax rate wil be 
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reasoning hardly applies to the kind of situation envisaged in Professor 
Harris’s illustration. There, the initial situation is one where the total tax 
and level of taxable income are already given; and if this is the case, 
our argument provides no justification for discounting interest-financing taxes 
by one-half. 

One other approach suggests itself. Suppose we depart from a full-employ- 
ment situation as depicted in Column I below and assume that the govern- 
ment makes real expenditures of 20. In order to maintain national income 
at 100, consumption expenditures will have to fall to 60. Assuming a propen- 
sity to consume of 80 per cent (to simplify matters, the same propensity is 
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taken to apply to all consumers), a tax rate of 25 per cent will be required 
and result in some budget surplus. The resulting situation is shown in 
Column II. Then consider an alternative development, shown in Column III. 
The government is now assumed to increase interest payments and, to permit 
comparison, the amount of increase is chosen so as to require the same tax 
rate of 25 per cent. This involves interest payments of 33.3 and thus a some- 
what larger (though balanced) budget than in the preceding case. We can 
now compare situations II and III. Both involve the same real income and 
he same tax rate, but in Case II income payments are wholly in the form 
of earned income whereas in Case III they include a substantial share of in- 
terest income. Why should the tax burden differ in the two cases? 


R 
For the case of real expenditures, it will equal T; = — ——. that is, the 
x rate will be the higher, the lower is the propensity to consume. Now if J] = R, 
I+ 
e Ti = WUT, if c = ———. If differences in the propensities to consume of 


interest recipients and real expenditure recipients are accounted for, the case will. 
ecome more complicated. 
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The proposition might be considered that detrimental incentive effec; 
caused by a given (total) tax to income ratio will be the less, the higher j 
the fraction of taxable income which is in the form of interest receipts 9; 
speaking more generally, in the form of rent incomes. If we compare th 
supply schedule of services of the rentier class with that of the propertyles 
we May expect the former to lie to the left of the latter, and to be less elasti; 
at any given rate of return. That is, at any given rate of return, the response 
of the rentier will be more sluggish. It follows that the depressing effect oj 
the tax will tend to be sharper in Case II where all income is in the form oi 
earned income than in Case III where part of the income is in the form oj 
interest receipts. 

But if we adopt this argument, we must also allow for such damaging 
incentive effects as are caused in Case III by the initial increase in interes 
income, which in itself will tend to depress the supply schedule of service: 
In other words, to render our model consistent with our argument, a lov 
level of national income should be assumed for Case III. Even though the 
impact of the increased tax rate may be less serious in Case III, it does no: 
follow that the net effect will be more favorable than in Case II where the 
initial deterioration in supply conditions does not occur.? 

As far as I can see, none of these arguments justifies the partial deletion 
of interest-financing taxes. It may be held, for any given situation, that thy 
tax ratio is so low or the tax structure so perfect, that there is no seriow 
burden problem. But however ¢/is may be, the fact that the taxes are raised 
to finance interest payments rather than real expenditures does not seem 
be relevant in this context. 

In the discussion of debt management, Professor Harris advocates the 
retention of a low interest rate policy. He notes that high interest rates ma) 
depress private investment, and that the government debt can be placed 
satisfactorily at current rates. Excessive liquidity may become uncomfortable 
under inflation conditions, but this could hardly be remedied by higher rates 
However, Professor Harris also notes that “inflationary dangers are not to be 
dismissed lightly” and that there should be “vastly increased” control }) 
Reserve Banks over member bank reserves (p. 255). His concern in this cor- 
nection is largely with the contingency that the public may wish to turn its 
liquid assets into cash. There is relatively little emphasis upon the relation 
of debt policy to the control of bank lending during inflation. 

The latter issue may be seen more clearly if attention is shifted from the 
rate of interest to the supply of credit. As Professor Harris points out, one 
should not exaggerate the closeness of the relationship between the volume 
of money and the level of expenditures—but this is not to deny the clos 
relationship between the availability of credit to those who want to obtait 
it and their outlays. The objective of credit restriction during inflation ist 
curtail this availability of credit to would-be spenders. 

If the creation of one billion dollars of active funds of this kind is prevented, 


*To complicate matters, consider that the collective services supplied in Case II may 4s 
be some sort of rent income and bear upon incentives. Moreover, the above argument * 
merely in terms of price effects. If income effects are considered as well, the results ™ 
differ. 
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more may have been done to check inflation than is achieved by several times 
e an over-all reduction (via debt retirement) in the total (and to a 


; nsiderable part, inactive) money supply. Rendering credit less available, 
‘o be sure, results in some rise in the rate of interest, but this rise is a by- 
product, and not the essence of credit curtailment. In other words, interest 
elasticity in the demand for investment funds is no test for the efficiency of 
credit control as a restrictive device. 

[he question rather is whether the advantages to be derived from curtail- 
t of credit availability will offset the disturbing effect of rising rates in 
sovernment security market. The main merit of proposals such as the 

certificate reserve plan is that they will reduce the leverage of credit restric- 

tion upon interest rates and hence permit more vigorous restrictive action. 
RICHARD A. MUSGRAVE 


the 


University of Michigan 


Impot, Economie et Politique: Vol. 1, Presion Fiscale et Equilibre Econo- 

migue. By Gerarp Denove. (Paris: Presses Universitaire de France. 

1947. Pp. 406.) 

This is the first of a two-volume work by one of the younger economists of 
France, a professor at the University of Lille. It was written during a five-year 
captivity in a German prison camp, with the prison chapel the only available 
© retreat, furnishing the quiet atmosphere necessary for reflection and writing. 
The author’s wife supplied the requisite documentary material not available 
} behind barbed wires, in the form of copious notes which she prepared in the 
French university libraries. 
| The work is strictly theoretical and is characterized by great scholarship, 
= combined with broad and rigorous scientific reasoning. The first volume 
treats the economic aspects of taxation. The second is reserved to the treat- 
© ment of its political and sociological aspects and to the presentation of a 
) synthesis of the author’s ideas on the nature and effects of taxation in its 
several phases. 

» Within the economic sphere the author is concerned primarily with the 
® elfects which any new tax or increase in existing tax, direct or indirect, has 
§ on the “economic calculations” and “economic equilibrium” of the individual. 
| Any new imposition is regarded as a disturbance of a previously reached 
) balance between production and consumption as well as in the choices of 
| different types of consumption. The approach is marginalist throughout. 
ax burden is considered in terms of the “pressure” exerted by 
taxation on “psychic income,” i.e., on the sum total of satisfactions obtained 
} ‘rom the use of one’s monetary and commodity income. In fact, to make the 
) distinction unmistakably clear the term “tax burden” (charge fiscale) is 
studiously avoided throughout the entire discussion and the less familiar term 
» ‘ax pressure” (pression fiscale) is used instead. The exploration of this 
“iscal pressure” on “economic calculations” and “economic equilibrium” of 
(he individual is deemed to afford a key to an understanding of the relation 
0! taxation to both economic and political life. 
lhe analysis throughout is qualitative. All statistical and quantitative ap- 
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proaches are designedly avoided. The main reliance is on the writings oj 
Italian economists—Pantaleoni and others—who, in some respects, hay 
carried the marginalist doctrine beyond the scope of the Austrian, English 
and American marginalist schools. By way of introduction more than , 
hundred pages are devoted to an exposition of the modern marginalist theory 

The possibility that the fiscal pressure prompts the individual to increas 
his productive effort, so as to offset the reduction in his income by the tay 
is deemed to be limited. The more general result of reduction in consumptioy 
is believed to be effected in the case of a direct tax in accordance with yop 
Wieser’s law rather than according to the postulates of the earlier marginalis 
theory. In other words, the reduction is believed to take place entirely in 
those types of consumption which offer least resistance to reduction anj 
which also possess least utility, rather than equally at the margins of all type 
of consumption. This conclusion seems to the reviewer to be logical enough 
from a marginalist point of view in relation to the immediate impact of th 
tax, but not with regard to its ultimate effects. 

The pressure of an indirect tax is viewed as being identical to that exerted 
by a tax increase. It results in a recalculation by the individual of his marginal 
expenditures in accordance with the increased costs of taxed commodities and 
in the establishment of a new equilibrium of his expenditures all along the 
line. 

The fiscal pressure on general economic equilibrium in the society is als 
examined, with due accounting for tax shifting and evasion and for the inflv. 
ence of demand as well as supply factors. But this general economic equi- 
librium is treated throughout as a product of individual economic calculations. 
Little attention is given to the effects of taxation on saving and investment. 
This is one of the weaknesses of the author’s analysis. 

Having developed his main theories of fiscal pressure in terms of marginal: 
ism, the author proceeds to test them in the light of other competing economic 
theories, drawing again in the main, however, on the Italian literature. He 
finds little substance in Pareto’s corrections of marginalist theory and par- 
ticularly in his substitution of functional activity for subjective value as : 
guide of economic activity. 


doctrines developed by Arias, Carli, and Spirito. He characterizes as fancifu 
their claim that “social value” guides economic activity and that individud 
interest and state interest are identical. If it were true that “social value’ 
takes precedence over personal interest in human economic motivation, then 
taxes would cease to be burdens and would take on the character of patriotic 
contributions made by individuals voluntarily and spontaneously. Some of th 
fascist economists claim that such actually is the nature of taxation in the 
corporative society. But the author denies that this is true in that type o/ 4 
state any more than in the capitalist type. 

Finally, the sociological tax theories of de Viti de Marco and Einaudi at‘ 
considered. According to these theories, the individual gives some considet® 
tion to the advantages he derives from public expenditures, which are matt 
possible by taxes. The taxes accordingly assume the character of prices {0 
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public services and enter into the individual’s economic calculations. The 
~ lividual judges the relative advantages obtainable by him from a given 
blic expenditure and a given private expenditure and registers his decisions 
as a citizen in the light of this comparison. The author denies that such a 
synthesis of satisfactions from private and public goods takes place in the 

vind of the individual. He finds in the compulsory nature of the imposition 
ow in the lack of correlation between the amount of the tax paid by the 
ndividual and the amount of the benefit conferred on him by the govern- 
ment in return, a barrier to the consummation of this synthesis. Accordingly, 
he deems this extension of the marginalist doctrine to the field of public 
expenditures to the unwarranted. 

Thus, comparisons with the three doctrines mentioned confirm the author 
in his belief as to correctness of his marginalist theory of “tax pressure.” The 
author concedes, however, that there is in the marginalist theory an implica- 
tion of a pluralistic concept of society which may not be altogether accurate. 


» He leaves, however, to the second volume the exploration of this question. 


He aims as far as possible to keep apart the economic aspects of taxation from 


) its political and sociological aspects. He believes that a confusion of these 


= 
Be 


domains is responsible for much of the current erroneous scientific thinking 


fon the nature of taxation. 


It is obviously impossible from an examination of the first volume alone to 


» arrive at a judgment of the value of the entire work. But there is enough of 


penetrating analysis in it to suggest that if the second volume is of equal 
quality, the work as a whole will be a useful contribution to modern tax 
literature. Nothing like it has appeared in either the English or the American 
public finance literature in recent years. An American reader accustomed to 
a more pragmatic and eclectic approach will not be satisfied by the author’s 


type of analysis. But he can gain much from reading the work nonetheless. It 


_ is an example of clear definitions of basic premises and development of logical 


and precise conclusions from them. It is heartening to find French economics, 
after a forced interruption of several years, come to the fore again with 
vigorous scientific contributions. 
PAUL STUDENSKI 
Vew York University 


l'rouble Spots in Taxation. By Harotp M. Groves. Published for the Uni- 

versity of Cincinnati. (Princeton: Princeton University Press. 1948. Pp. 
105. $2.00.) 

This little book consists of five lectures delivered at the University of Cin- 


| cinnati in 1946 under the sponsorship of the Taft Memorial Fund. The author 


considers, in elementary, nontechnical terras, the philosophical bases of some 
‘the more controversial aspects of governmental activity and taxation. 

| The net income tax is expected to be the principal source of tax revenues 
in the future. The author indicates his preference for a federal personal in- 
come tax with a broad base to insure adequate and stable revenues and keep 
'p taxpayers’ morale but also with fairly steep progression to reduce economic 
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inequalities. The need for some averaging device to protect those yj, O1 
fluctuating incomes is emphasized. B tion 
The increased use of income taxes by states and a fairly general use of; able 
broad, flat-rate income tax by local governments is expected and looked Upon empl 
with favor. The defects of this latter tax are recognized, especially when m) and 
personal exemptions are allowed, but it is considered to be the least undesj:. the 1 
able method of raising the additional revenues which local governments yj pend 
have to find to get out of their present dilemma. Higher property taxes woul; demé 
be even less desirable even if they could produce the necessary revenye conti 
which is doubtful. Sales taxes are undesirable because of their regressiye coml 
nature, and further reliance on state and federal grants would endanger th billi¢ 
independence of the local units. TI 
Advanced students of taxation will not find much that is new in thes tinue 
lectures. Those who are less familiar with the field will find discussed here tion 
even though briefly in most cases, most of the conflicting ideas about ow suste 
principal tax conflicts together with the recommendations of one of the leat. stab 
ing authorities in the field as to policies which should be pursued. been 
B. U. Ratcurorp drop 
Duke University 
proc 
Governmental Costs and Tax Levels. By Lewis H. Kime . (Washington aa 
Brookings Institution. 1948. Pp. 153. $2.50.) we 
This book brings up to the beginning of 1948 the author’s preliminary TI 
study of “Postwar Fiscal Requirements: Federal, State and Local,” published state 
in 1945. A purpose of the study is to determine the validity of the contention taxe: 
that substantial tax cuts are compatible with a reduction in the national debi 
In order to test this view, the author estimates maximum, minimum and N 
probable expenditures in 1952, comparing them with the actual figures for 
1940 and 1946. It is emphasized that no position is taken on the level o/ 
expenditures that is desirable. 
Total federal cash expenditures for fiscal 1952 are estimated at a probable Stuc 
$26.0 billion, as compared with $56.7 billion in 1946 and $8.5 billion in 1940. 
Of these, expenditures for national defense are estimated at a probable $9. ? 
billion as compared with $1.5 billion in 1940 and $45.0 billion in 194 . 
Veterans’ benefits will continue to rise, from $3.1 billion in 1946 to $44 Ie re 
billion in 1952. Other large increases over 1940 are expected in the promotion - 
of economic development ($3.1 as compared with $2.0 billion), interest o ™ 
the public debt ($4.7 billion as compared with $882 million), and foreign “ 
loans and relief (estimated at $1 billion in 1952, which is, of course, only: & ~ 
guess). On the assumption of the continuance of a high level of employment, rr 
public assistance is estimated at $1 billion, which is well below the 1940 figure we: 
of $2.5 billion. The estimates, and the detailed considerations on which they on 
are made, naturally invoke greater interest where past experience throws had 
some light on probable future events, as in the case of veterans’ benefits ant ra 


interest in the public debt, than where (defense expenditures and foreign 
loans) guesses have to be made several years in advance. 


‘ 
| 


BOOK REVIEWS 681 


On the basis of the estimates of expenditures, the significance of tax reduc- 
tion programs is then assessed. Although the federal government has been 


S able to build up surpluses under conditions of a continuing high level of 


employment in the postwar period, and despite the greater soundness of state 
and local finance since the war, the author cites three factors that threaten 
the maintenance of fiscal stability. These are the pressure for increased ex- 
penditures in some directions without effective pressure for reduction in others, 
demands for tax reduction, and the great dependence of our tax system on 
continued high levels of income for revenues adequate to finance a “‘probable” 
combined federal, state and local cash expenditure in 1952 of about $40 
billion. 

The pressure for heavy government expenditures may be expected to con- 
tinue. On the other hand, political developments subsequent to the publica- 
tion of this book have contributed to the belief that tax reductions cannot be 
sustained. The importance of the maintenance of full employment for fiscal 
stability can hardly be over-estimated, although somewhat more might have 
been made of the point that it is the high level of spending that makes a 


| drop in employment unlikely. The author points out that, because of ramifi- 
' cations throughout the economy, the greater the reduction in employment and 


production, the greater is the proportionate reduction in national income; it 
is stated that a reduction of only 20 per cent in output might cause a reduc- 
tion of national income of $50 to $60 billion, with devastating effects on tax 


revenues. 


The concluding chapters present useful information concerning federal, 
state and local revenue sources, social security finance, and the relation of 


| taxes to national income. 


KENYON E. PooLe 
Norihwestern University 


Money and Banking; Short-Term Credit 


Studies in the Classical Theories of Money. By Karu Niesyt. (New York: 
Columbia Univ. Press. 1946. Pp. xii, 190. $2.50.) 

It is the argument of this book that each economic period has its own 
money problem which arises out of the conditions of production existing at 
the time. But each period also inherits the terminology and the point of view 
of the preceding period and thus its approach to the solution of existing 
problems will be at least partly outmoded. 

Niebyl briefly traces the development in the functions of money from the 
middle ages to the classical period in the late eighteenth and early part of the 
nineteenth centuries. During the middle ages, the base of economic society 
was agricultural and the sale of goods was limited to a small group of people, 
largely confined to the courts, clergy, and the army. Money during this period 
had a limited significance, but with the development of manufacture during 
the mercantilist period money became a means of obtaining the one scarce 
‘actor, labor. The concern of the mercantilist with lack of money was based 
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upon an existing fact, “the gradual expansion of trade, originally ma 
possible by the development of manufacture, encountered as its main ob. 
stacle the lack of a proportionally increasing fund of means of exchange” 
(p. 31). The lack of credit facilities forced the mercantilists to concer 
themselves with an increase of bullion in order to supply the needed liguij 
funds of the expanding economy. Hence the conditions were not favorable j 
the development of a quantity theory of money. 

The main concern of the book is the nature of the change in the theon 
of money arising from the development of an integrated economy accompany. 
ing the industrial revolution. This economy needed a monetary standard an( 
a distributive mechanism whereby the social income could be allocated to the 
factors of production. The concomitant development of credit eliminated th: 
need for any concern about the quantity of the precious metals. Economic 
relations could be expressed in monetary terms and hence furthered the 
tendency of giving an independent status to monetary phenomena “ 
money was regarded as being imbued with a magic power which was supposed 
to be capable of adjusting and regulating the process of production according 
to the way in which money was consciously managed” (p. 98). This point 
of view which has characterized classical monetary thinking assumes that 
controls over money can be used as a means of exercising power over the 
economy irrespective of the social conditions of production. Niebyl disagrees 
with this dogma of classical monetary thinking. ‘No self-sustaining theory oj 
money can actually be formulated. The monetary relations at any given time 
and the functions ascribed to them can be perceived only as a reflection o! 
ever-changing reality” (p. 163). 

The above quotation can be looked upon as a kind of theme song for the 
the book. In the flyleaf of his book, Niebyl quotes a statement from David 
Ricardo’s High Price of Bullion that the same principles determine the supp; 
and demand of bullion as determine those of other commodities, and a state. 
ment from Alfred Marshall asserting that the importance of currency i: 
greatly overrated. If we are to deal realistically with contemporary problem: 
money should not be set up as having a relevance independent from the res 
of economic reality. The author states it as his aim “to return monetary 
analysis from its present function as a guide book to economic post mortems, 
to a tool in the formulation of policy” (Preface). 

This book is an important and valuable contribution not merely to monetar) 
science, for Niebyl recognizes no separate and independent status to this field 
but to economics and the social disciplines generally. The influence of Kar! 
Mannheim’s sociology of knowledge in the argument of the book is quit? 
apparent. Mannheim in his /deology and Utopia indicates how the compart 
mentalization of knowledge has led to distorted views of the totality of socia 
reality. In his article on “The Need for a Concept of Value in Economics 
(Quarterly Journal of Economics, February, 1940) Niebyl makes explici 
his indebtedness to the sociology of knowledge. Indeed, this article make: 
explicit the author’s assumptions which are only implicit in the book. At é 
time when economic policy is directed to seek a flattening of the amplitud: 
of the business cycle and to use conscious policy to maximize employmet! 
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and income, a book which broadens our insights into the limitations of the 
weapons at our disposal should make a distinct contribution. Are the tools 
with which we seek to cope with the faults of the capitalistic engine adequate 
our purpose? May we not be trying to use tools which arose out of a past 
historical epoch and which are not suited to a cartelized and governmentally 
controlled economy? In our eagerness to achieve the desideratum of full em- 
ployment by the technique of fiscal policy, may we not be deluded by the 
specious independence of money in the economic process? 
. Keynesians may be more sophisticated than Silvio Gesell, Major Douglas 
and others who have “gadget” approaches to the solution of contemporary 
economic problems; they are, however, likely to exaggerate the powers of 
fiscal control and to neglect the total aspect of the economy. Niebyl’s Classi- 
cal Theories of Money makes us aware of the origin of our monetary concepts 
and suggests the limitations of their use in our contemporary economy. 

The ideas presented in this book should have a wide audience among econ- 
omists and the lay public interested in the solution of economic problems. 
However, in the form presented it is unlikely that such will be the case. The 
obscurity of much of the language of the book denies easy access to ideas 
which should be better known and understood. The fact that the book was 
sent through the press while the author was serving with the United States 
' naval forces in the Pacific may be an extenuating circumstance justifying the 
obscurity of language. It is to be hoped that the author will soon undertake 
» a complete revision and clarify his meaning in order to widen his audience 
and influence. 

VALDEMAR CARLSON 
Antioch College 


© Siudies in Financial Organization. By T. BALocu. (Cambridge: University 
Press. 1947. Pp. xiii, 319. $4.50.) 

| This book is the first product of a projected study of European monetary 
F and banking systems and capital markets undertaken by the National Insti- 
tute of Economic and Social Research before the Second World War. It was 
near completion in 1939 and contains only incidental reference to develop- 
) ments after that time. The author’s point of view is suggested by the following 
‘tatements from the preface and conclusion: 


The conclusions will certainly seem too radical for those who hanker after a 
status quo which is inevitably lost and, perhaps, too conservative to those 
who believe that by exorcising the monetary and banking devil, by global 
monetary measures or by nationalizing the banking system, all our ills can 
be cured (p. x). 

_A combination of progressive social policies with an increased rate of 
; investment is not feasible without the State providing for collective saving. 
... There seems to be no bridge between the demand for marketable securities 
on the one hand and, on the other, the demand by scattered entrepreneurs for 
capital. . . . It seems more than probable that in view of the nature of the 
risks involved and the change in the character of saving—due to the less 
unequal distribution of income—the function of equalizing supply and demand 
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on the long-term capital market is unlikely to be performed by private firms— 
issue and finance houses and investment trusts—unaided by some Staje 
intervention or agency (pp. 307-8). 


criti 
bran 
forel 


The book is divided into three parts, the first devoted to the British clearing bank 
banks, the second to the London money and discount market and the thir the 
to other banking and financial firms. The two earlier sections provide a care{y! resp 
description of the operations of the British financial system with detailed T 
analysis of relevant statistical information. This material can be expected tp it is 
render the book a principal source of reference for students interested in tha the 
phase of finance. In addition to the statistical data themselves, English wha’ 
financial statistics and practices are analyzed in a manner which will prove that 
helpful in their use and interpretation. It seems a pity that the lack of pub. of t 
lished statistical data necessitates elaborate statistical detective work jp A 
ferreting out information which is made available in this country as part of insig 
the routine of financial reporting. exist 

The last of the three sections combines an interesting but abbreviated Othe 
account of a considerable number of financial institutions with a discussion cent 
of financial problems and developments, both national and international, (e.g 
between the wars. This analysis, and indeed that of the entire book, focuses by t 
in a critical examination of the long-term investment market in England. 4 dont 
major difficulty with respect to investment is said to lie in the decline in the acco 
willingness of British enterprise to undertake “risky” ventures, and not in any mer 
lack of willingness on the part of lenders to provide the funds currently “but 
demanded. In fact, undistributed profits alone were ample to finance the O 
investment actually undertaken by industry in 1938. A second difficulty is final 
in the organization of the capital market: financial institutions have failed cont 
to participate adequately in long-term financing; the expense of issue appears 
high; the record of capital issues undertaken in certain of the years between U 
the wars was “more than lamentable.” 

The book contains considerable other current and historical information Fed 
of interest to readers not primarily concerned with international finance or 
British banking and the London money market. There is, for example, 3 
brief discussion of instalment credit, interesting information on relations 
between investment trusts and the banks, and a rather extended analysis 0! T 
the system of export credit guarantees. Much of the material presented is 0! Stue 
a rather technical character; the purpose clearly was to provide an authorite “ 
tive reference book for specialists and advanced students. Some of the it- ae 
formation, such as that relating to the discussion of “window dressing” an of t 
methods of banking, is likely to prove of limited interest outside the Britis) r 
Isles. Bor 

One of the most noteworthy features of the book is the author’s readiness 19] 
to express forthright judgments on controversial questions, even when thes for 
judgments are of a highly critical nature. Methods of recruiting and training ale 
banking personnel are pointedly challenged. There is reference to lack 0! oo 
competition in the setting of rates and it is suggested that charges imposed ol 


by banks should be subjected to public regulation. British banking 
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a criticised on the basis of the maintenance of an excessive number of costly 
- branches, the hostile relations existing among bankers, undue competition for 
foreign deposits, the manner of handling trust business, excessive costs of 
Ting banking operations and the methods employed to recoup these costs, and 
hird the refusal of bankers to adopt more progressive policies, especially with 
eful JE respect to the financing of industry. 
iled This attitude of caustic appraisal appears all the more remarkable when 
d to it is recalled that the National Institute of Economic and Social Research is 
that the English counterpart of the National Bureau of Economic Research. To 
ish whatever hazards it may expose the author and the Institute, it must be said 
"ove ' that from the standpoint of the reader it adds materially to the interest of 
ub- of the book. 
in As is often the case with books relating to conditions abroad, valuable 
tof IB insight is provided, through the perspective thus afforded, into problems 
» existing in this country. Some of these points have already been indicated. 
ted Others include such matters as the importance of psychological reactions to 
ion central bank policy; the influence of the Treasury in the control of credit 
nal e.g., a “complete embargo on all capital issues” resulted from a mild request 


by the Chancellor of the Exchequer); the benefit afforded bankers by aban- 
donment of the gold standard—which they had strenuously opposed; the 
accommodation of banking operations to the reduced importance of com- 
mercial paper; the “fortunate” decline in the shiftability of bank assets; the 
» “bureaucratization” of big business. 
On the whole, one is led to believe that, despite conspicuous contrasts, 
' financial developments in England after 1914 show more resemblances than 
» contrasts to the course of events in this country. 

C. R. WHITTLESEY 

University of Pennsylvania 


Federal Reserve Policy. By Kari R. Bopp, Rospert V. Rosa, Cart E. Parry, 
Woop.LieF THoMaAS, and RatpH A. Younc. Postwar Econ. Stud. No. 8. 
(Washington: Board of Governors of the Federal Reserve System. 1947. 
Pp. 119.) 

This booklet is the eighth and last in the series of Postwar Economic 
Studies published by the Board of Governors of the Federal Reserve System. 
It contains four papers on Federal Reserve policy written by five men con- 
nected with the Board or the Reserve Banks. The views expressed are those 
of the authors and do not carry the official endorsement of the Reserve System. 

In the first paper, “Three Decades of Federal Reserve Policy,” Karl R. 
Bopp represents an excellent brief survey of the development of policy from 
1914 to 1944. He shows clearly that the Federal Reserve System has been 
lar from a static institution. As originally conceived, it was to play a relatively 
minor role and its operations were to be determined largely by more or less 
automatic rules, such as those applicable to the “eligibility” of paper for 
rediscount, rather than by deliberate management based on official judgments. 
But this position could not be maintained in the face of powerful economic 
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events, such as World War I, the postwar depression, the turbulent boom ¢ 
the ’twenties, the Great Depression, and World War II. The Reserve System, 
has expanded its objectives and altered them from time to time, and it has 
developed instruments of control, sometimes belatedly, to deal with ney 
situations. Mr. Bopp traces out these changes and makes a number of shrew; 
comments on the problems and techniques of monetary management. fj 
paper is an excellent introduction to those that follow and serves to unijy 
them. 

In the second paper, Robert V. Rosa of the Federal Reserve Bank ,j 
New York discusses the “Impact of War on The Member Banks, 1939-1944" 
He describes not only the general rise of bank assets, deposits, and earning; 
but also the great change in the composition of bank assets and the marke 
shifts of deposits and assets, both geographically and by size of banks. 

The third paper, “Selective Instruments of National Credit Policy, 
written by Carl E. Parry of the Board of Governors, deals primarily with 
attempts to control stock-market and consumer credit. It outlines the events 
leading to the adoption of these instruments, our experience in their use, ané 
the proper place of selective instruments in monetary management. 

In the fourth paper, “Problems of Postwar Monetary Policy,” Woodliei 
Thomas and Ralph A. Young, both of the Board of Governors, deal primarily 
with the problems of monetary management created by the war. The Reserve 
System finds itself in a dilemma. On the one hand, it is supposed to promote 
stability of business and prices, avoiding both inflation and deflation. On the 
other hand, it is presently saddled with the responsibility of supporting the 
prices of federal securities. With only its existing powers, it is at present 
unable, and may well be unable at other times, to accomplish both purpose 
simultaneously. The authors discuss this problem and evaluate several ad: 
ditional control powers that have been proposed for its solution. 

These papers are a very useful addition to the literature on Federal Reserve 
policy. They contain a number of points of interest to even specialists in the 
field, and they should be quite valuable for classroom use. 

LESTER V. CHANDLER 

Amherst College 


The Federal Reserve System—Its Purposes and Functions. 2nd ed. (Wash- 
ington: Board of Governors of the Federal Reserve System. 1947. Pp. 
x, 125. Cloth, 75¢; paper, gratis.) 

In 1939, Bray Hammond and the staff of the Board of Governors of the 
Federal Reserve System prepared the first edition of this book of which 
161,000 copies were distributed. E. A. Goldenweiser is primarily responsible 
for the preparation of the second edition. It would be difficult to find a group 
better qualified to describe the changes in the internal workings of the Fed- 
eral Reserve System during this period as well as the changes in the philos0- 
phy of its administrative officers. 

The book is exceptionally clearly written and should prove to be very help 
ful as supplementary reading for students in money and banking classes. It is 
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+ intended as a comprehensive treatise on Federal Reserve policy, but its 


Mm of no 
stem purpose is to describe and explain the functions and purposes of the system 
- has without attempting to appraise critically any policy of the Federal Reserve 


or other governmental agency or to evaluate their shortcomings. 

The new edition emphasizes primarily the broader objective of the system 
which developed over the years: “namely, to help prevent inflations and 
deflations, and to do its share in creating conditions favorable to sustained 
high employment, stable values, and a rising level of consumption” (p. 1). 

A new chapter, “Selective Methods of Regulations,” contains a discussion 
of the control of consumer credit and stock market credit. The conclusion 
reached is that such instruments can be a useful complement to the older 


k of 
46,” 


ings, 


rked and more general instruments since “they are flexible in themselves and can 
help to make credit policy in general more flexible” (p. 47). With changing 
cy,” conditions, it may well be that the “Federal Reserve must rely in part on 
vith [ee selective rather than general methods of control and must also develop new 
ents techniques adapted to new domestic and world conditions” (p. 110). Another 
and new chapter which deserves special mention is entitled the ‘Monetary Equa- 
tion,’ a name applied to the relationship among gold movements, currency 
llief in circulation, Federal Reserve credit, and the volume of member bank re- 
rily serves. If this book is used as supplementary material for college sophomores, 
ye [ew this chapter may be too compact—a shortcoming which can easily be over- 
rote come by the instructor. 
the KENNETH LEWIS TREFFTZS 
the University of Southern California 
ent 
a International Trade, Finance and Economic Policy 
Problémes d’Economie Internationale—Les Echanges du Capitalisme Libéral. 
rve By JEAN WEILLER. (Paris: Presses Universitaries de France. 1946. Pp. 
the 232. 240 fr.) 


It is rather difficult to define exactly what sort of book Mr. Weiller has 
wanted to write. This is not a piece of research in the theory of international 
trade, as it does not contain any new conclusions or methods of analysis. It 
is not exactly a textbook, as basic problems like the determination of ex- 
change rates are omitted. In fact the book is essentially based on lectures 
delivered before graduate students and this probably explains why it tries to 
stimulate rather than to be conclusive. 


he The author is under the spell of historical trends. His leading thought 
ch [B® ‘s that the system of international relations, which was one product of laissez- 
ile faire capitalism, has definitely come to an end. One of the purposes of the 
up book, as he states it, is “to check the theoretical model against the historical 
d- model,” which means in practice to show that the classical theory of inter- 
0- national trade and finance no longer explains today’s world. The reader who 


looks for the theoretical model capable of explaining post-World War II in- 
ternational relations, however, will be disappointed. We hope this will be the 
subject of another book. 
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The substance of the book is divided into three main parts. The first par 
describes the “Structural Conditions” of world trade in the nineteenth century 
It is mainly descriptive and historical, with a short exposé of the essence oj 
the theory of international trade. The second part is devoted to “Equilibriyn 
Factors,” meaning the gold standard and the dynamic of foreign investmen; 
Part Three is labelled “Perturbations” and contains an analysis of the factor; 
which cause partial or general disequilibrium in balances of payments. 

The first part treads on rather well worn ground. It calculates the growth 
of international trade in the nineteenth century, and finds that it was char. 
acterized by increased vertical division of labor and financial expansion. The 
orthodox theory of international trade is summarized in such a way that the 
author’s attitude remains unclear. He seems satisfied that the principle of 
comparative costs is conducive to equilibrium, but what precisely is meant 
by equilibrium is not explained. In order to explain the formation of inter. 
national prices, as opposed to domestic prices, Mr. Weiller introduces the very 
unrealistic assumption that markets, previously without any communication, 
are suddenly thrown open; he then describes what would happen to prices 
and winds up with the statement that “to establish a lasting equilibrium, it 
is necessary that the adjustment of the two price scales be made at a favor. 
able level” (p. 78). The discussion of the role of the gold standard in inter. 
national monetary equilibrium runs according to the now traditional pattem 
of explaining first why gold transfers were supposed to maintain equilibrium 
in the balances of payments and then why they did not. A discussion of the 
foreign trade multiplier will be welcomed by the French public. The same 
may be said of the chapters on international investments. They are by no 
means exhaustive, but show a much better understanding of the issues in- 
volved than is customary in French textbooks. 

The last part is the section of the book most useful to the reader. It 
analyzes the different types of exchange rate devaluation after World War |, 
and during the depression. The disturbing element of short-term capital in- 
vestments is very well described. Obviously, Mr. Weiller is more at ease in 
case history than in pure analysis, where his major weakness lies in the 
frequent use of loosely defined concepts. To give but one example: he blames 
the depreciation of the franc in the early 20’s for a “loss of substance,” the 
latter being evidenced by the rising export volume index. 

RAYMOND BERTRAND 

Washington, D.C. 


Postwar Monetary Plans and Other Essays. By John H. Williams. 3d ed. 
revised and enlarged. (New York: Alfred A. Knopf. 1947. Pp. xii, 312, 
xviii. $3.50 net, $2.65 text.) 


This third edition, like the second revised edition which was published in 
January, 1945, presents some of Professor Williams’ most important essays, 
statements, and testimony on the international and domestic aspects o 
monetary policy, and on international trade theory and policy. As its title 
implies, it contains a considerable amount of material that was not included 
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in the 1945 edition. There are three additional essays in the body of the book. 
These are “International Trade with Planned Economies: The ITO Charter,” 
which was originally delivered before the Academy of Political Science in 
April, 1947; “The Bretton Woods Agreements,” which was delivered before 
the same Academy in April, 1945; and “Economic Lessons of Two World 
Wars,” which appeared first in the October, 1947 issue of Foreign Affairs. 
The appendices to this edition are composed entirely of materials that did 
not appear in earlier editions. They contain Professor Williams’ July, 1947 
statement on the Employment Act of 1946 before the Joint Congressional 
Committee on the President’s Economic Report, his June, 1945 testimony on 
the Bretton Woods Agreements Act before the Senate Banking and Currency 
Committee, the text of the Bretton Woods Agreements Act of 1945, and the 
text of the Anglo-American Financial and Commercial Agreements of De- 
cember, 1945. On the other hand, all the materials that were included in the 
appendices to the second edition have been omitted from this one. These 
contained the texts of the Bretton Woods Agreements and three earlier drafts 
of the British and American stabilization plans. 

The emphasis in these essays is on international economics. Only three 
essays deal with domestic fiscal and monetary policy, while thirteen deal with 
many aspects of international trade and finance. The most timely of these 
> are the six essays on the Bretton Woods institutions, one on the ITO, and 
™ one on the Marshall Plan. 
| After reading these essays, one must admire Professor Williams’ powers as 
© acritic of theories and of proposed solutions of specific economic problems. 
He distrusts not only specific theories and attempts at model-building, but 
also, one suspects, the value of theories and model-building in general. Many 
) of his criticisms of existing theory are acute and should receive the close 
/ attention of those who are too prone to believe that their formulations are 
| both accurate and adequate. His criticism of suggested public policies are in 
» general no less telling. He is not by any means an advocate of an automatic 
laissez-faire system; he recognizes that the government must intervene in 
many ways in order to make the economy work satisfactorily. Yet he is at 
his best in pointing out the shortcomings of proposed measures, usually con- 
tending that they are based on oversimplified theories and are unlikely to 
succeed. 

We should be grateful to Professor Williams for his penetrating criticism; 
it helps us to avoid errors in theory and public policy. Yet without deprecating 
his constructive criticism, we do wish that he would more frequently offer 
positive contributions. Those of us who believe in the usefulness of theory 
would like to see him use his great knowledge and experience to formulate 
theories that would more accurately describe the functioning of the economy. 
And we would like him to supplement his criticisms of proposed public policies 
with suggestions of positive programs that would be both appropriate and 
adequate for their purposes. Only by offering such positive suggestions can 
4 man of Professor Williams’ standing escape the danger of supplying un- 
intentional aid to those obstructionists who would do “too little too late.” 

In his later essays as well as in earlier ones, Professor Williams opposes 
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the early establishment of the International Monetary Fund. He is enthusiastic 
about the World Bank, but he believes that the Fund should not ) 
established and put into operation until the end, or near the end, of the 
transition period, and that even then it should be altered in several respects 
He supports his position with several closely related arguments, only a fey 
of which can be noted here. In the first place, he believes the Fund can 
of little use during the transition period while widespread exchange contro|s 
remain in force; it is designed primarily for use in a world of relatively free 
multilateral payments, at least on current account. In the second place. he 
believes it wise to use a “key currency” rather than a “global” approach, 
He would begin by assuring the interconvertibility of the two great moneys 
in international transactions—the British pound and the U. S. dollar—anj 
tackle the problem of other currencies later. He states repeatedly that the 
British balance-of-payments problem should be solved first and that we may 
become so preoccupied with the Fund that we will fail to deal adequately 
with this problem. In the third place, he fears that at least the dollar assets 
of the Fund may be depleted to meet requirements during the transition 
period, thereby jeopardizing its chance of success in the longer run. And in 
the fourth place, he finds fault with several of the technical provisions of the 
Fund plan. 

Many economists will disagree with Professor Williams’ judgment as to 
the desirability of postponing the establishment of the Fund, believing that 
it was wise to get the Fund into operation before the spirit of international 
cooperation ebbed, and that the Fund is serving as a useful medium {or 
international consultation and cooperation. But even those who disagree with 
his judgment will be interested in his discussion of the kinds of problems faced 
by the Fund. 

The essay on the ITO emphasizes that we cannot simply turn the clock back 
and restore relatively free multilateral trade on pre-1914 principles. Any 
workable plan for restoring world trade must be based on a recognition of 
the serious problems of the transition period, of the greatly altered role of 
England in world trade and finance, of the rise of national economic planning 
and of the industrial development of many countries which used to be largely 
agricultural and imported most of the manufactured goods that they cor- 
sumed. He emphasizes that the plan should be evolutionary and flexible 
enough to allow for differences in national policies. 

The essay, “Economic Lessons of Two World Wars,” discusses the Marshal 
Plan in light of experiences following World War I and of current economic 
conditions. Professor Williams favors substantial dollar aid but contends thal 
dollars cannot be the sole or even the principal remedy and that most of the 
solution must be supplied by Europe itself. 

In his statement on the Employment Act of 1946 and in several essays, 
Professor Williams supports monetary-fiscal policy, and especially fiscal policy, 
as an aid to economic stabilization. But he supports it cautiously, pointing 
out its limitations and warning that it should be accompanied by many other 
measures that will help private industry bear the major part of the burden o! 
providing high and stable levels of employment. 
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4 short review cannot bring out the many other points dealt with in this 
collection of essays. The book does not offer a systematic treatment of mone- 
tary and fiscal policies and of international economics, but it is nevertheless 
an important contribution to thinking on issues and policies in these fields. 

LESTER V. CHANDLER 
Amherst College 


International Trade—Tariff and Commercial Policies. By ASHER ISAACS. 
(Chicago: Richard D. Irwin, Inc. 1948. Pp. ix, 838. $5.00.) 

The author offers the following prefatory explanation of the fact that he 
adds another book to the shelves of an already crowded library of works 
dealing with international economic relations: “The present volume has been 
written with a new approach, not only to portray the principles and policies 
of the subject but also to orient the subject in terms of history, geography, 
politics, international law, human relations, and economics. In the process, 
it is hoped that the student, too, will be oriented and will tie together his 
experiences and his education into a workable whole. The text stresses the 
two-sided nature of international trade, showing repeatedly how the act of one 
nation affects another. It approaches the subject of the tariff and tariff 
arguments in an original manner by printing for the student, and later analyz- 
ing, the planks on the subject from each party platform. All through the book 
the author has sought to do more than offer another book on trade.” 

This reviewer happens to share the author’s view that ideas and policies 
are fully understood only as part of the broader framework indicated above. 
Neither the history of the tariff, nor for that matter the history of any other 
economic institution and idea, can be satisfactorily analyzed if no endeavor 
is made to place and comprehend them within the context of the economic, 
social and political situation as well as the general stream of ideas in which 
they arose and of which they are a part. For this reason I approached the 
task of reading and reviewing the book with great expectations and consider- 
able hopes. Unfortunately these expectations remained in part unfulfilled. 

In the first place, despite its general title the book selects for special study 
only one phase on international trade, namely the tariff policies of the major 
countries of the world. That is to say, after a general introduction dealing 
with the history of foreign trade and international trade policies in ancient, 
medieval, and modern times and several chapters designed to survey the evolu- 
tion of international trade theory from mercantilist doctrines to Friedrich 
List, the main part of the book (pp. 171-566) describes, country by country, 
the trade relations and tariff policies of each major commercial nation of 
the world. Only the last part of the book introduces trade controls and 
restrictions other than tariffs such as exchange controls, clearing, compensa- 
tion and barter agreements, and quota systems as well as various forms of 
administrative protectionism. As a result of this organization of the book 
which separates the tariff from other restrictions, different manifestations of 
modern protectionism are not only insufficiently coordinated but repeatedly 
relerences to concepts and terms related to monetary and foreign exchange 
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problems as well as to modern quantitative methods of control in the earlje, 
parts of the book remain unexplained. This method of exposition is likely 
to have serious limitations, especially for the elementary student for whon 
the text evidently was written. 

More important, however, than these shortcomings inherent in the structyr: 
and exposition of the work are certain limitations which derive from the failur 
to carry out the original declared objective of approaching the subject of com. 
mercial policy in a comprehensive manner, i.e., with reference to the social 
political, economic, geographical and legal factors which shaped it. Th 
author’s general interpretation leans toward Friedrich List’s dictum thy 
different stages of economic development call for different commercial policies 
and that the modern history of tariff protection reflects primarily varioy 
degrees of industrialization in different countries. At the same time, Professo; 
Isaacs hints at the correlation between general business depressions with 
low prices and the success of protectionist drives especially in the United 
States (pp. 319-20); he also mentions the relationship between industrial 
concentration and protective tariffs. But in presenting the actual tariff history 
of various countries the author proceeds with a minimum of interpretation 
in terms of either List’s hypothesis or the depression or the monopoly argu. 
ment. In fact, the whole study suffers from a general disinclination to theo- 
retical interpretation; the treatment remains largely descriptive with a gener- 
ous sprinkling of quotations from divers authors, party platforms, other 
illustrations and occasional statistical references. Even if contemporary tarif 
controversies are not conducted in logical and economic terms but often 
proceed at the level of a partisan debate, and if the actual influence of 
“academic scribblers” is much smaller than Keynes believed, it would appear 
that a predominantly descriptive and chronological account of the history of 
the tariff in terms of an analysis of vested interests and party platforms is at 
best only the first step toward a more penetrating analysis of the fundamental 
relationship between the general economic and international situation and 
protectionist measures to which the former gives rise. What can be done along 
these lines, providing at the same time a comprehensive framework of analysis 
of domestic and international financial developments measured in terms of 
national income, was demonstrated a few years ago by H. B. Lary’s study 
The United States in the World Economy, published by the U. S. Department 
of Commerce. 

Moreover, students who do not bring an unusual background of historical 
knowledge to the study of tariff policy are likely to find the author’s refer- 
ences to events of political and diplomatic history insufficiently enlightening 
as a method of relating tariff history to politics, diplomacy, history, ani 
international law. A more selective approach with a certain measure of get- 
eralizing (i.e., theoretical) interpretation in terms of one or several prov: 
sional hypotheses would have furthered the cause of “interdepartmentaliz 
tion” in this field of social studies more than the author’s attempt at complete 
chronological coverage of every single tariff act. 

Apart from these limitations Professor Isaacs’ International Trade provides 
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4 rather complete collection of data concerning the tariff history of a maxi- 
mum number of countries and as such may serve as a useful reference work 
for students interested in this field. 
K. Kapp 
Wesleyan University 


International Payments: A Science. By Ray Ovip HA. . (Washington: Stor- 
age Bookshop. 1946. Pp. 124. $4.00.) 

The Bureau of Foreign and Domestic Commerce compiles annually a 
Balance of International Payments of the United States which, by the nature 
of its construction, is expected to actually balance—that is, add to zero. In 
every year that the Balance of Payments has been compiled, however, it has 
failed to add to zero. There has remained a net discrepancy labeled “other 
> transactions and residual” which the Bureau describes as being due to errors 
and omissions in the collection of the data. 

In his latest book, Dr. Hall proposes a technique for quickly discovering 
which of the main elements of the Balance has caused this net discrepancy. 
The procedure is as follows.* The Balance of Payments for a given year is 
divided into four accounts—trade, capital, gold, and miscellaneous. These 
four accounts are then compared with the like accounts in the Balances for 
each of several other years. The difference, or fluctuation, in a given account 
between any two years is known as a “variant.” 

If the four main accounts in any Balance of Payments are to add to zero, 
they must conform to certain tests known as “size limits” and “sign limits.” 
These are simply logical relationships necessary to the internal consistency 
ff any four-element equation, the sum of whose elements is zero. But if these 
size and sign limits are applicable to individual balances, they are also ap- 
plicable to the differences between such balances. Hall therefore applies his 
tests to the variants, or fluctuations, between Balances for different years. 

When the tests are applied to the variants between any two years it will 
frequently happen that two of the four variants could not logically bear the 
size or sign relationship to each other which they do in fact bear according 
to the Bureau’s figures. There is, then, what is called a “joint-error.” If the 
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rudy joint-errors, secured by applying size and sign limits to the variants between 
nent a large number of years, repeatedly involve one of the four variants, that 
, variant is convicted of having given rise to the discrepancy. The appropriate 
ne account in the balance of payments of the year under examination is then 
et adjusted so as to bring the variant within the size or sign limit which it has 
ning violated. 

= There are, however, balances from which no joint-error can be wrung by 
gen 

_ ‘Hall tacitly agrees with the Bureau that the discrepancy is due to statistical errors 
liza- ther than to theoretical errors. The present reviewer has shown in an article in the June, 
dlete 1941 issue of the American Economic Review that the Bureau’s theoretical method is 


incorrect and that, even in the absence of statistical errors, there is no reason to suppose 
that the Balance of Payments will add to zero. 
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applying the tests directly. For these recalcitrant balances, Hall propos 
special techniques, discussed in the later chapters of the book, which “forr.’ 
joint-errors to the surface. While these later techniques introduce ne 
methods of preparing the data they employ the same basic approach as thy 
used with size and sign limits, i.e., they depend for their validity on the a 
plicability of the logical relationships of a four-element equation, the syp 
of whose elements equals zero. 

The new technique which this book proposes under the name Four Ei. 
ment Analysis is, in my opinion, completely invalid. The technique consis; 
as has been explained above, in isolating so-called joint-errors. Unfortunately. 
it appears that whenever a joint-error is isolated, the two variants which ap 
thus said to be in error are so only on the assumption that the other tw 
variants are correct. It would be quite possible to bring all variants withiy 
the size and sign limits by adjusting, not those variants which initially viola, 
the limits, but those which do not violate the limits. A joint-error may ther. 
fore be eliminated, as the author himself states, “by charging enough of Di: 
crepancy to any account whatever.” 

Dr. Hall admits that most of his tests will not discover errors in th 
smallest of the four variants. He is reassured, however, by the observation 
that the smallest element could not have been understated by the Burew 
because in most cases its sign offsets that of discrepancy and an upward 
adjustment in the smallest element would therefore throw the balance mor 
than ever out of balance. This reasoning is valid only on the assumption that 
all elements except the smallest in the Bureau’s figures are correct. 

The most fundamental error in Hall’s analysis is that it depends, at almos 
every step, on the assumption that both the magnitude order and the sig 
relationships of the four accounts as recorded in the Bureau’s figures are th 
same as those of the real world. If the size and sign relationships of the 
variants in the Bureau’s figures are different from those in the real world 
then Hall’s tests, it is true, will produce internal mathematical consistency in 
the balance. But of what advantage is such consistency if it may be produce 
by making the Bureau’s figures still more unlike those of the real world tha 
they were in the first place? In what the author calls a Pattern B equation, 
for instance, he is justified in adjusting the largest and the second largest 0! 
the Bureau’s figures until the latter is at least one-half the former only 
the assumption that the two accounts held to be the largest by the Burew 
actually are the largest in the real-world balance. If the Bureau’s large: 
figure ought instead to have been the smallest figure, there is no mathematic 
or other reason to expect it to bear the relationship to the second large: 
figure which Hall’s adjustment will force it to bear. 

Apart from its logical fallacies, the book suffers from a rather jumpy a 
difficult style. It is not in any respect the equal of Dr. Hall’s more interestit: 
International Transactions of the United States. 


Gorpon W. McKINLEY 
Ohio State University 
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Foreign Assets and Liabilities of the United States and Its Balance of Inter- 
national Transactions. A Report to the Senate Committee on Finance 
by the National Advisory Council on International Monetary and Finan- 
cial Problems. (Washington: United States Government Printing Office. 
1948. Pp. 177.) 

This report, prepared in response to a Senate resolution, contains informa- 
tion relating to the international economic and financial relations of the 
United States which will prove invaluable to economists working in the 
international field. It contains 49 tables, some of them quite detailed, with a 
text which is correctly characterized as “primarily descriptive, not analytical.” 
Much of this information has not appeared before or has not been brought up 


» to date for a long time. The great value of the report as a source of informa- 


tion is best indicated by a summary of its contents. 

Chapter I gives a complete record, by countries, of all loans and other 
financial assistance to foreign countries by the United States government from 
1914 to June 30, 1947, including their repayment status and the amounts 
outstanding, utilized and unutilized on the latter date. 

Chapter II is devoted to statistical data regarding the creditor-debtor posi- 
tion of the United States. Data on American-owned assets in foreign countries 
are given for 1914, 1933, 1940, 1943, and 1946, while the value of foreign- 
owned assets in the United States is given for 1914, 1937, 1941, 1946, and 
1947. This chapter also includes a table showing the gold and short-term 
dollar balances of foreign countries on June 30, 1947. After pointing out that 
the amount of reserves a country needs depends on a variety of considera- 
tions that cannot be put into a general formula, the report mentions that 
rough estimates of the adequacy of reserves have been made. Minimum re- 
quired working balances are assumed to be equal to three months interna- 
tional payments on current account while minimum required monetary re- 
serves are taken to be represented by a figure of 25 per cent of the note and 
other demand liabilities of the central bank. The crudity of such estimates is 
recognized not only in the text but perhaps most significantly by the fact 
that the report, after talking about these calculations, fails to reproduce their 
results. The report discreetly mentions only a few countries which have re- 
serves in excess of requirements thus estimated. 

Chapter III is devoted to the legal status of American investments abroad. 
It includes an analysis of treaties with foreign countries affecting the rights 
of United States nationals to do business abroad and a brief summary of the 
default status of foreign bonds sold in the United States. 

Chapter IV contains data relating to the 1939 and 1946 per capita debt, tax 
burdens and national incomes of all the countries for which such data could 
be obtained. The national income figures, based on the recent work of Dr. 
J. B. D. Derksen of the United Nations Secretariat and upon other data 
reported by the United States consular service, cover a larger list of countries 
than any single list that has come to my attention. 

Chapter V, which relates to the international transactions of the United 
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States shows, for the first time in the new standardized form, the mai 
components of the balance of payments from 1914 to mid-1947. This chapter 
also contains two detailed tables on the destination of our exports and source 
of our imports in 1914, 1932, 1939, and 1946, and by major commodity 
groups for all but the first of these years. Other tables in this chapter shoy 
the terms of every foreign credit extended by private U. S. lenders fron 
June 30, 1945 to July 1, 1947, and postwar international loans made }y 
Canada, Sweden, Switzerland, the Latin American countries, and by privat: 
British lenders. 

The final chapter, a two page statement relating to the problem of servicing 
the foreign debt to the United States, concludes that interest and amortiz. 
tion paid by foreign countries “should” amount to between 1.2 and 14 
billion dollars by 1952, excluding any debt service involved in the Europea 
Recovery Program. 

WALTER S. SALant 

Washington, D.C. 


Free Trade—-Free World. By Oswatp GARRISON VILLARD. (New York: 
Robert Schalkerebach Foundation. 1947. Pp. x, 278. $3.00.) 

Although the author of this volume “is well aware that freedom of trade 
alone will not insure world peace,” he is thoroughly convinced that “there can 
be no lasting peace unless there is freedom of trade.” His arguments are the 
familiar ones but clearly and vigorously stated. The history of protectionism 
is a disheartening one. Most of the arguments advanced in its support can 
be convincingly answered and Mr. Villard in his customary vigorous way has 
done so. His style is readable and much of his illustrative material is up-to- 
date. 

Yet something is lacking. It is, of course, possible that selfish interests 
have been able to bamboozle the public or even buy legislators not only in the 
United States but in other countries so continuously and so generally that 
protectionism is fully explained by the recital. On the other hand, there may 
be explanations that ought to be recorded. For example, shall we say that the 


British were enlightened for a century or more but have suddenly becom: | 


obtuse, while we in the past were stupid but have just recently become aware 
of the merits of free trade? 

The recital seems incomplete and we wish that Mr. Villard had presentei 
his views on several matters, First, is the puzzling fact that so many wh 
adhere to nineteenth-century “liberal” views on foreign trade are among the 
“progressives” who press for more socialization within each country. If in 
the more limited domestic area a lack of control is objectionable, may 10 
something be said for conscious controls in the larger world field? For the 
present, at least, there is no world authority to assume this responsibility an‘ 
a recital of the fallacious arguments used and of the “buying and selling” 0 
tariff-making is not an explanation. 

Second, there is the current insistence that monoculture countries are al 4 
peculiar disadvantage and that many of them whose income levels are ov 
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and highly unsteady may raise their incomes and perhaps stabilize them ap- 
preciably by diversifying production, particularly by industrialization. 

Third, is the popular slogan of full and continuous employment of the 
factors of production, particularly of the labor factor. Many economies are 
so exposed to external influences that in the absence of insulating devices of 
some kind they can not attain, or at least not maintain, the full employment 
that is being called for. 

It is well to have Mr. Villard’s vigorous and readable survey. Such forceful 
presentations are helpful in dissipating the crude views so widely held. With 
trade barriers so high that many cannot be defended by any reasoning, his 
method of attack may accomplish more than would a carefully balanced treat- 
ment. But we live not in “one world” but in two or in many. We are inter- 
dependent but at the same time sharply divided. As industrialization pro- 
ceeds, instability increases. Something other than /aissez-faire is being de- 
manded. 

ERNEST MINOR PATTERSON 

University of Pennsylvania 


Public Control of Business; Public Administration; 
National Defense and War 


A National Policy for the Oil Industry. By EUGENE V. Rostow. (New Haven: 
Yale Univ. Press. 1948. Pp. xvl, 173. $2.50.) 

Professor Rostow’s monograph is more in the nature of an exposition and 
defense of a thesis than an analysis of facts and test of hypotheses. Though 
the text runs to 150 pages, divided into five parts and fifteen chapters, Parts 
II and III, covering 70 pages, comprise the meat of the argument. These two 
sections deal, respectively, with production controls and market controls. 

After an introductory section surveying the structure of the industry and 
the elements of oil law, the author plunges directly into a critique of the 
theory and practice of prorationing. His contention is that the system, based 
as it is on Bureau of Mines estimates of market demand, “can make little 
or no contribution” (p. 34) to genuine conservation. The primary objective 
of prorationing, as he sees it, is not to conserve oil but to stabilize oil prices. 
Production control as it actually operates is merely a camouflage for monopo- 
listic restriction of supply. 

The argument along these lines may not be novel but it is cogently pre- 
sented. With lawyer-like resolution to “win his case” at all costs, Professor 
Rostow minimizes (a) the threat of dissipation or exhaustion of reserves, (b) 
the wastes that proration does avert, and (c) the difficulties that confront 
any effort to regulate efficiently recovery of a hidden, fugacious resource like 
oil, even without divided ownership, and a fortiori to do so under circum- 
stances necessitating an apportionment of recovery rights among several 
owners of overlying tracts. Nevertheless, the author’s bristling, not to say 
blistering, attack on pseudo conservation—and incidentally on courts and 
en for sanctioning the whole bogus system—is a challenging in- 
ictment, 
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The section on market-control techniques (Part III) reviews the develop. 
ment of concentrated control of pipe lines, their use as “plant auxiliaries” 
and the long, sorry story of the attempt to transform them into comm 
carriers. The author declares that the dominant position of the major gj 
companies in refining rests only in small part on technical advantages ani 
superior research facilities. He apparently assesses lightly the importance o/ 
collaboration among the major companies in guiding and subduinz to thei: 
joint interests advances in the refining art. Professor Rostow attributes the; 
preponderance in this branch of the industry mainly to their integrataj 
structure, to the monopolistic leverage their ownership of pipe lines and well. 
developed distribution systems gives them. 

In marketing gasoline, the author concedes, in effect, that concerted actig, 
among the majors has played a part in price-making. But in his view th 
primary and sufficient basis for market control and monopolistic pricing js a 
situation characterized by fewness of sellers, product “differentiation,” aggre. 
sive advertising—in a word, conditions of imperfect competition. He does not 
question the premises of the Chamberlinian school of theory. He is surel 
right, however, in asserting (p. 76) that “The manifest wastes of . . . [non- 
price competition] . . . raise the question whether in many cases monopolistic 
competition may not be more costly than monopoly itself.” 

Having rejected proration (Part II), Professor Rostow plumps for utiliza- 
tion (Part V). Though he favors the exploitation of each field, or pool, asa 
unit, voluntarily if possible, compulsorily if necessary, he makes no serious 
attempt to analyze the practical prospects or the economic implications oj 
inter-pool competition. And he entirely ignores the knotty problem—which is 
not to say that it is necessarily an insoluble problem—of finding an equitable 
basis of apportioning shares in a “unitized” pool. Moreover, the author's 
penchant for overstatement and didacticism detracts from the persuasivenes 
of his argument. Such unqualified statements as that unitization is “the 
ideal procedure geologically” (p. 120) and “the only form of production con- 
trol compatible with the public interest” (p. 119) may “swing juries” but the) 
will hardly carry conviction among serious students of the conservation pro)- 
lem. Of course, Professor Rostow may be right. But to reject without exami- 
nation or inquiry the possible advantages of alternative policies—for example, 
to mention only one, nationalization of sub-surface mineral rights—is 1 
leave one’s self open to the charge of cavalier conceit. 

Having rejected monopolistic competition (Part III), the author boldly 
proposes disintegration (Part V). In advocating divorcement of pipe lines 
he is on firm, indeed well-trodden, ground. Furthermore, the author at least 
addresses himself to the possible grounds of objection to dissolution of the 
major oil companies on a grand scale, including the separation of marketing 
systems from refineries, though his discussion of the issues (pp. 142-44) 
neither exhaustive nor free from ipsedixitism. 

These comments should not be construed as an indication of the 1 
viewer’s radical disagreement, or even lack of sympathy, with Professor 
Rostow’s position, in whole or in part. He has written a challenging essay. 
If it helps to arouse the public to the crisis to which the waste of an irreplace- 
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able natural resource—and apathetic acceptance of the status quo in oil—is 


leading, it will serve a useful purpose. It will even more handsomely have 
honored its author, if it goads Congress to action—even negative action, 
s the rescission of its improvident benediction on the Interstate Oil 


such a 


Compact or the termination of its passive acquiescence in the prostitution of 
the research and public-information-dissemination functions of the Bureau 


of Mines. 
Myron W. WATKINS 
New York, N.Y. 


Open Markets: An Essential of Free Enterprise. By VERNON Munp. (New 
York: Harper. 1948. Pp. xi, 272, $3.00.) 

For many years Professor Mund has been a vigorous champion of free 
competitive markets and an uncompromising critic of all forms of monopo- 
listic pricing practices. In this book he carries forward his attack by what the 
preface declares to be a historical survey of the rise and decline of open 
markets in Europe and in the United States. From this survey he concludes 
that “free and open markets are an indispensable condition of competitive 
prices and free enterprise.” He then advances the proposal that free and open 
markets be created by public action in order to break the shackles of monopoly 
which in large measure is responsible for the excess capacity and recurrent 
unemployment in modern industry. 

By “open markets” Mund means the type of arrangements that character- 
ized the mediaeval fairs. “The distinguishing features of a market as de- 
veloped in English law were: first, a concourse of buvers and sellers at a 
particular place; second, the making of transactions openly and publicly; 
third, the freedom of all persons to participate in trading; and fourth, the 
physical presence of the goods where they are to be sold” (p. 51). The estab- 
lishment of these markets from time immemorial, under Roman and common 
law, was a prerogative of the king or state. The rules forbidding forestalling, 
engrossing and regrating were designed to eliminate every form of monopoly. 
Open markets reached a considerable stage of development in the ancient 
vorld but disappeared under the Roman Empire because a few people were 
able to use the all-powerful state to further monopoly for their own private 
advantage. 

The rise of the mediaeval towns resulted in the development of the market 
system which reached its epitome in Europe in the fifteenth century. This 
apparently led to a state of prosperity and well-being that was almost idyllic 
(p. 23). This came to an end, however, with the rise of the modern state 
which promoted monopolies in order to secure financial favors. “. . . if it had 
not been for the financial interest of the new states, the monopoly system 
undoubtedly would not have developed” (p. 31). 

In the United States, Mund finds that formal wholesale markets for basic 
commodities developed on an extensive scale during the nineteenth century. 
They “developed both as publicly organized institutions and independent 
centralizations of dealers in particular localities” (p. 128). They embraced 
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practically all agricultural products as well as the various metals including 
iron and steel. In Mund’s opinion the great primary and central markets 
insured an open, active market competition and publicity on prices. Thijs 
market system disappeared in the United States, however, just as it did ip 
Europe and, according to Mund, for the same reason. Monopolistic cop. 
binations brought about the downfall. The failure of the anti-trust laws j 
deal with the problem was, in Mund’s judgment, the result of two things 
(1) until recent years a majority of the Supreme Court were men who haj 
made a distinguished record as corporation lawyers and were unwilling tp 
disturb the interests which they had been serving; and (2) the chief execy. 
tives of the government have shown little interest in vigorous enforcement 
the reason most commonly suggested for this being “the seductive influenc 
of substantial campaign contributions” (p. 232). 

In setting forth the essentials of a free competitive system, Mund empha. 
sizes the need of insuring the right of enterprisers to compete without being 
excluded by more powerful rivals or subject to their control. To this end 
he would confine the ownership of production facilities to a single plant at 
a single location. He would also have the government restore the rules and 
customs of open markets in our basic industries. He would require depositories 
or licensed warehouses for the metals and many of their products and for any 
other product “which is uniform or similar in quality, readily standardized, 
durable enough for storing, and free from price or production control” (p 
240). The warehousing company would issue negotiable warehouse receipts 
to producers placing their products in storage. The initiative for this program 
should come through Congress. It would be reinforced by a dissolution oj 
monopolistic mergers; the abolition of all spatial discrimination; the strength- 
ening of section 7 of the Clayton Act; and revision of the patent laws to 
prevent patents from being used to monopolize an industry. 

The book was written to serve as an inductive basis for a solution of the 
economic problem of monopoly in the American economy. Mund has used 
a wide array of sources but as a historical survey it does not seem to be an 
adequate chronicle of competition and monopoly. Mediaeval markets were 
only one part of the economy and the endeavor to demonstrate the steady 
decline of competition and the continuous rise of monopoly since the 15th 
century is not convincing, to say the least. The changing nature of competi: 
tion is not dealt with and the highly competitive conditions of the 19th cer- 
tury are largely ignored. 

One notes also a complete lack of analysis of the effects of changing tech: 
nology and the widening of the trading areas on markets. The growth of mar- 
kets from local to the national and international level is not dealt with and 
the highly complex modern economic structure with its effects and problem: 
is not analyzed. To Mund, all forms of monopoly (including oligopoly) are 
the result of sinister influences and spatial problems of pricing are no busines 
of the seller. Price policies have no place in his scheme of control. 

In this reviewer’s judgment, the study of markets is much more complicated 
than that set forth in this book. Competition has more facets than is & 
hibited in produce markets; market structures are bound to change under 
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he impact of profound technological developments. Combinations are not 
y the result of monopolistic intent; the factors making for internal growth 
annot be ignored; and the pricing of standardized commodities is only one 
phase of the problem of competition and monopoly. 

Mund rightly emphasizes the continuous problem of competition and 
monopoly and therefore the necessity of a public policy that is constantly 


Malert to the pressures to limit competition. The latter does not operate in a 
@ <ocial vacuum. It is institutionally conditioned and can be maintained only 
by a continuous adaptation of regulation and public policy to changing con- 


ditions. Nor is competition a static concept. An inductive study needs, there- 
fore, to portray the changing nature of competition. To assert, however, that 


) this change is solely the result of monopoly and of combinations formed with 
©) monopolistic intent is scarcely in keeping with the facts. A careful analysis 
) of all the forces affecting markets in a developing economy would have thrown 


more light on the issves. 
DupLeEY F. PEGRUM 
University of California, Los Angeles 


Mining; Manufacturing; Construction 


The Steel and Steel-using Industries of California. By E. T. GRETHER and 
others. (Sacramento: California State Printer. 1946. Pp. viii, 408.) 


World War II left our far western states a huge legacy of new iron and 
steel-making facilities—over two times the amount available in 1940 in pig 
iron and (the equivalent of) 130 per cent of prewar capacity in steel ingots. 
As a result, widespread speculation has arisen concerning the outlook for 
employment of these resources in the postwar world. In this study, the Uni- 
versity of California’s Bureau of Business and Economic Research, for the 
purpose of shedding light on this matter, has undertaken to sketch prewar 
trends, summarize conditions as of mid-1946, and present tentative judgments 
with respect to long-term prospects and problems in the western steel-con- 
suming industries. (The title is too modest. All but four of the chapters in 
the text, and the bulk of the statistical appendices, deal with the eleven 
western states as a group and/or the seven states west of the Rockies as well 
as with California.) 

The body of the book divides rather easily into three sections. The first 
(Chapters II-V) deals broadly with western industrial development, present- 
ing a brief account of the prewar record and discussing at length the loca- 
tional advantages and disadvantages affecting steel and the steel-using lines 
with emphasis upon freight rates and freight costs. Chapter VI outlines the 
growth of the western steel industry and analyzes prospective patterns of 
finished steel output and consumption. The last four chapters have to do 
with the steel-using industries in California. Chapters VIII, IX, and X con- 
sider, respectively, prospects for the capital equipment trades, the industries 
using primarily sheets and tinplate, and those consuming wire and wire prod- 
ucts; while Chapter VII presents an over-all view of the prewar and (in so 
lar as available) wartime picture in 125 steel-fabrication lines. The study 
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concludes with a list of recommendations for further research in the gener 
field. Four appendices, occupying well over one-third of total space, presen; 
supporting data for some of the judgments set forth in the text. There is yy 
index. 

Despite an appearance of care and orderliness in formal organization, th, 
book is very difficult to digest. It was written hastily by a number of autho 
with overlapping assignments and apparently incomplete knowledge of each 
other’s work. As a result, the analysis is not only loose and repetitious by 
often so obscure that the reader cannot tell what views are held or for wha 
reasons. By and large, however, the basic conclusions emerge clearly. (j 
these, the following are most important: 

1. In the seven states west of the Continental divide, “the level of [ yearly! 
demand in the decade or so following the abnormal years immediately ahead 
moderately prosperous conditions assumed in the country as a whole” (p, 
129) will lie somewhere between 2.9 and 3.1 million net tons on a produc; 
basis and between 4 and 4.3 million tons in terms of steel ingots. For the 
eleven-state area, the corresponding ranges are 3.3 to 3.5 million tons and 
4.6 to 4.9 million tons. The ingot figures compare with basic steel-making 
capacities of 3.5 million tons and 4.8 million tons in the two areas, respec- 
tively. 

2. Notwithstanding the above figures, prospects are that western capacity 
will prove to be highly excessive. This appears most probable in the sever- 
state region. On the one hand, much of this area’s demand will be for shapes 
that its steel plants cannot and will not manufacture either at all (rails, track 
accessories and seamless tubing) or at any rate on a scale anywhere close to 
consumption needs (sheets, strip, tinplate and welded pipe). And on the 
other hand, high operating costs will combine with such institutional factors 
as direct contractual relationships or established connections between home 
consumers and outside producers to ensure that the latter will retain a large 
part of the market that western mills will possess the facilities to serve—not 
less than 50 per cent in the case of tinplate and tubular products. With 
regard to relative costs, the prime judgment is that “‘it is not likely that the 
west’s new steel capacity can deliver rolled-steel products to the west’s steel 
consuming centers at prices much below those now prevailing and stil! make 
a profit. . . . Under ‘normal’ postwar conditions, | these facilities] may be 
able to produce at slightly less than present prices, but within the nex! 
decade . . . a reduction equal to 50 per cent of the present differential between 
western and eastern steel [seems unlikely]” (p. 127). 

3. The western steel-using industries will experience a marked and con- 
tinuing expansion in output and employment. For manufacturing as a whole, 
the upward trend in activity from prewar levels will outrun that in population 
and in per capita incomes. Even more rapid advances are likely in the majot 
steel-consuming lines, the outlook being that within a few years California 
will have achieved a national average of development in these industries 4 


‘During 1946, this differential was in most cases roughly equal to rail or rail-waler 
freight rates from the lowest relevant eastern or midwestern basing point. 
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a group. As a rule, growth trends will be more impressive dollarwise than in 
real terms since the composition of activity will move in favor of items using 
the lighter and higher priced steels and having higher specific values. 

4 In most cases, the expansion in western steel fabricating activities will 
serve to satisfy the additional demand arising from general growth in the 
regional economy and (via assembly and branch plants or competitive estab- 
ishments) to capture home markets which were supplied hitherto from the 
east and midwest. Its end-effect, in other words, will be much more to reduce 
the west’s dependence upon imports of products-made-from-steel than to 
stimulate exports of the latter to other areas. 

5. There is a strong possibility that within a few years a large Pacific 
Basin foreign market may become accessible to western manufacturers. 

So far as the reviewer can ascertain, the last three conclusions follow 
tolerably wel! from such evidence as is now available. This cannot be said 
of the first and second—at all odds in so far as concerns the states west of 
the Rockies. It seems worth while to discuss the reasons for the latter judg- 
ment in some detail since the whole matter bears directly upon current debate 
concerning the ability of our existing steel plant to serve post-transition “full” 
employment markets not only on an over-all basis but in regard to location 
and distribution among product lines. 

The first reason concerns the dimensions of the market open to steel pro- 
ducers in these states. The range specified by the authors appears to run 
from 30 to 40 per cent above estimated steel use therein during 1937—a year 
in which national unemployment approximated 14 per cent, or almost twice 
the volume generally regarded as consistent with high-level economic activity. 
Evidence presented elsewhere in the report and other available information 
suggest that (given prosperous conditions) demand will run well above the 
higher of these figures in 1950 and rise continuously throughout the following 
decade. Of such data, the following merit explicit mention: 

a. As of July 1, 1947, population in the seven states stood some 50 per cent 
above its level in mid-1937. Since a good part of the postwar out-migration 
had presumably taken place by the former date and since the “normal” long- 
term movement in the area is upwards, it seems rather doubtful whether any 
significant net decline will occur during the next two or three years. During 
the 1950’s, of course, the underlying secular movement should ensure a steady 
advance. 

b. Despite the growth in population, money income per capita about 
doubled between 1937 and 1946. In real terms, the gain appears to have been 
at least 30 per cent. On both bases, prospects are that the spread will be even 
larger by 1950 and will widen continuously thereafter. 

c. As the study itself makes plain, secular expansion in the area’s steel- 
consuming potential from prewar levels has been and for a good while will 
continue to be more rapid than that in either real income per head or in 
population. 

(d) Finally, the outlook is for heavy demand in the extra-regional markets 
that fall within home producers’ “natural” orbit. Heavy replacement and 
expansion needs, together with the sharp reduction in Japanese and German 
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steel-making capacities, will provide a large outlet for American tonnage. 
the Pacific Basin over the next decade or so. Moreover, consumption jn sey. 
eral of the southwestern and mountain states that Geneva could serve seem, 
certain to exceed prewar levels by a substantial margin. 

One cannot estimate definitively the forward demand for western producer; 
steel from these considerations. Nonetheless, they provide a broad foundatic, 
for judgment in this regard. In view of the secular pressures mentioned jy 
(a) and (c), it is difficult to conceive how by 1950 per capita steel use couij 
be less than 10 per cent above the 1937 level at the relative rate of employ. 
ment prevailing in the latter year. Given a 50 per cent rise in population 
therefore, total demand under such conditions would reach 3.55 million ne 
tons. Allowance for the jump in activity required to insure genuinely high. 
level operations should add easily 250,000 net tons to this figure. And th 
Pacific Basin export market ought to reach at least 800,000 net tons per year, 
On these bases, the potential over-all market during 1950 would exceed tha 
assumed in the report for any prosperous year in the 1950’s by between 15 
and 1.7 million net tons—that is to say, by an amount surpassing the com. 
bined output of Geneva and Fontana at capacity rates of operation. In sub. 
sequent years, demand should be even larger. 

The second reason relates to the technical adaptability of western finished 
steel output to home and contiguous extra-regional markets. The author 
recognized, of course, that substantial adjustments to fit war-built rolling 
mill facilities to western consumption patterns would be made. But the adjus- 
ment appears to be exceeding earlier expectations not only in speed but in 
scale and in distribution among major producers. U. S. Steel, for example 
has already taken steps to raise its sheet and tin mill product capacity by 
600 to 650 thousand net tons per annum by way of adding further finishing 
mills at Columbia steel and modifying the Geneva plate mill setup to permit 
the manufacture of strip mill coils as a raw material for these units. Seventy- 
five per cent utilization of the latter would permit Geneva to operate at a 
very satisfactory level (85 to 90 per cent or more) with only a modest tonnage 
of semiproducts, large structural sections and skelp in plate sizes for large 
diameter pipe, i.e., without tapping the prewar shape, plate, bar, small pipe 
or wire markets at all. Kaiser, on the other hand, has centered its conversion 
efforts on buttweld pipe and narrow cold-rolled strip, retaining at the same 
time its plate capacity, and shapewise is now (save in merchant bars and som 
structural sections) in position to complement rather than to compete with 
other home producers. Some forms (notably rails, accessories and seamles 
tubing) will still be unobtainable. But at most these are unlikely to accout! 
for more than 250,000 tons of the over-all finished product market. Otherwis 
the fit between capacity and demand should prove excellent. 

The third reason has to do with the “economic” and institutional influences 
favoring eastern mills’ participation in the western industry’s “natural” tra¢- 
ing area. In the reviewer’s judgment, there are several grounds for thinking 
that the study overestimates seriously the strength of such forces. First of all, 
the fact that capacity expansion in tin mill products and sheet steel has bee 
undertaken by U. S. Steel rather than Kaiser enhances prospects that the 
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home and Pacific Basin export markets for these shapes will be served by 
western plants. Secondly, recent developments (e.g., the Cement case deci- 
sion) seem likely to narrow opportunities for freight absorption, thus dis- 


© -ouraging the movement of eastern and southern steel to the west. And finally, 


the outlook with respect to relative steel-making costs seems much brighter 
than the analysis suggests. Some improvement, of course, would follow auto- 


I matically upon the higher operating average operating rates to which the 


larger markets forecast above will give rise. But there is also evidence that 
unit costs at a given level of output will run below the authors’ expectations. 
Ore assembly costs at Fontana, e.g., are now said to be less than they seem 
to envisage even for the 1950’s, and give promise of establishing a nationwide 
low in the calculable future. Moreover, the Kaiser mill is achieving remark- 
able results in its basic producing departments. Pig iron output per stack day 
has been kept consistently at levels in line with the best eastern experience 
and with fuel rates that few American plants can better. In consequence, steel 


© ingot production costs are now said to be well below the price of high grade 


© melting scrap in the east. Data on Geneva’s performance have not been made 


available in the same detail; but from recent reports this plant is now showing 
very satisfactory unit labor costs, and the recent reduction in its base prices 


© for plates and structurals to eastern levels suggests that marked headway is 
© being made here on an over-all basis. All in all, the competitive position of 
™ the major western producers appears to be improving rapidly. 


The net of these considerations, it seems to this reviewer, is that present 
west coast steel mill capacity, far from being too large to permit full utilization 
in a “fairly prosperous” post-transition year, will fall well below effective 
demand for its product in 1950 and still farther below the annual volumes in 
prospect during the following decade. 

In differing with some of the judgments of the volume, the reviewer must 
acknowledge the benefits of hindsight which the authors, writing immediately 
after the war, did not have. Despite the reservations with respect to some of 
its conclusions, the section on the steel industry proper is very penetrating 
and will repay study even at this date. Moreover, the data and evaluation 
given in Chapters VIII to X and in the appendices provide excellent back- 


; ground both for a reappraisal of the general long-term outlook and for analysis 


of market patterns and prospects in each of the major steel-using industries. 
It is to be hoped that the Bureau will be able to undertake both tasks once 
normalcy returns to the west coast area. 
RosBert J. LANDRY 
New York, N.Y. 


Agriculture; Forestry; Fisheries 


| Forward Prices for Agriculture. By D. Gate Jounson. (Chicago: Univ. of 
Chicago Press. 1947. Pp. xii, 259. $3.00.) 

Although Professor Johnson’s book presents a complete governmental 

policy for American agriculture—a policy very similar to that suggested by 
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Theodore W. Schultz’—its central theme is the examination of a plan t) 
provide forward prices for agricultural products. Forward prices, as define; 
by both Johnson and Schultz, are guaranteed minimum prices at which Crops 
not yet planted may be sold when they are harvested. Except during times oj 
general unemployment, they are to be based on forecasts of market price, 

This scheme has been mentioned frequently in the literature* since Schuly 
suggested it in 1940,° but, so far as I am aware, here is the first attempt ty 
give the plan precise formulation and to subject it to detailed analysis. Eye 
in Johnson’s treatment, however, the methods to be used in forecasting, whic) 
are crucial to the plan, are passed over lightly. 

The book’s principal argument is based on the relationship between jj. 
certainty, capital rationing, and misallocation of resources in agriculture. Up. 
certainty in farm income is regarded as arising from the uncontrollabj 
variability of yields and farm prices. Since price and yield are “uncorrelated’ 
for the individual farmer, variability of individual income from any one crop 
is greater than the variability of either component.* Price uncertainty j 
aggravated by the inability of farmers closely to estimate the price of 
crop several months in advance.® Government experts trained in forecasting 
techniques and able to draw on results of elaborate price investigations can 
presumably do a better job. How good a one, Johnson does not attempt tv 
demonstrate. 

The argument turns next to the consequences of income uncertainty. |i 
price estimates are wrong, farmers will not equalize “marginal profit possibili- 
ties in alternative lines of production” (p. 45). Resources in agriculture wil 
be used less efficiently than they would be if each farmer had perfect fore. 
sight. But uncertainty reduces the efficiency of agriculture in another way, 
regardless of accuracy of estimation. Because expectations, no matter hov 
accurate, are not certain, the production plan must provide for changed 
expectations. Diversification, flexibility, liquidity, and ability to “withstand 
unfavorable turns of events” (p. 48) must be given a place in production 
plans. 

It is at this point that capital rationing enters the argument. Capital 1- 


* Agriculture in An Unstable Economy (New York, 1945), especially Chapters IX-XIl 

*See, for example, the award and honorable mention papers in the Price Policy for 
Agricultural Contest, Journal of Farm Economics, November, 1945. Forward prices att 
specifically mentioned in the papers submitted by W. H. Nicholls, D. G. Johnson, and f 
\V. Waugh, but the idea appears in one form or another in many of the other papers. 

*“Economic Effects of Agricultural Programs,” American Economic Review, Februar 
1941, pp. 127-54. 

* Johnson suggests that income variability is the sum of variability in yield and pric 
but he uses variance as the measure of variability. If the standard deviation is used, ant 
this seems more in line with economic meaning, variability of income, when price and yielc 
are independent, is the square root of the sum of the squares of the variability of each of the 
components. 


* Johnson gives credit to the service rendered by the Crop Outlook statements of th 
United States Department of Agriculture, but points out that their value is greatly reduce? 
because they are published only after planting has begun (p. 246). I wonder how accurttt 
such forecasts could be if they were made before even the decision to plant? 
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tioning is closely related to risk aversion, except that it is imposed on the 
frm from without (p. 64). In Johnson’s sense, capital rationing means no 
more than that risk limits the amount of capital employed. 

Capital rationing effects further misallocation of resources. Because capital 
is “rationed,” less of it is employed than should be if production were to be 
maximized. This is the principal reason for the (alleged) low productivity of 
labor in agriculture. It is also the principal reason why farm sizes tend to be 
less than optimum.® 

Guaranteed minimum forward prices follow quite naturally. The degree oi 
uncertainty, and the extent of capital rationing, can be reduced considerably 
if the government will guarantee the price at which the intended production 
may be sold. Such guaranteed minimum prices must not be tied to an 
historical base, else they will result in even greater misallocations of re- 
sources than those which they are designed to correct. Forward prices must 
ordinarily be based on the best estimate that can be made of the “correct” 
or “equilibrum” price for the season ahead. 

The price guarantee is to be implemented by two devices. Storage of sur- 
pluses is to be used to keep market prices of grains (and perhaps of some 
other crops) near forward prices. For products not adapted to storage, in- 
cluding livestock products, direct subsidy payments are to be made to farmers 
when the average market price is less than the guaranteed minimum price. 

In time of industrial unemployment, the same general scheme will be used, 
but forward prices, instead of being based on price forecasts, will be set high 
enough to maintain average net farm money income at 75 per cent of its 
level in the last three “pre-depression”’ years. 

It is a pleasure to follow the carefully developed argument of the book, 
and there is very good sense in much that Professor Johnson says. His in- 
sistence that market prices must be left free to vary and that forward prices 
should approximate “ideal” free-market prices should be heeded by all per- 
sons concerned with agricultural policy. There can be no quarrel with his 
general argument that uncertainty and imperfect foresight increase farm 
costs. I am inclined to wonder, however, if misallocations caused by un- 
certainty in time of high-level employment are great enough, when tech- 
nological limitations are remembered, to warrant the elaborate system of 
guarantees that would be required. In depression years, on the other hand, 
the cost of misallocations is apparently to be ignored. 

It is to be regretted that the effects of forward prices did not receive as 
careful analysis as did the effects of price uncertainty. A guaranteed minimum 
price alone’ may bring changes quite different from those desired. If output of 
the protected commodities is sensitive to price, it may be expected that prices 


“The explanation of how farm size is controlled by capital rationing is involved, and not 
entirely clear. It includes treating farm land as capital, and acceptance of the assertion that 
“there is little or no equity financing in agriculture, unless land rental on a share basis 
is so considered” (p. 65). The implication appears to be that land rental on a share basis is 
not to be so considered. 


rhe situation is somewhat different when a guaranteed minimum price is coupled with a 
torage policy. 
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will gradually fall until they are below the average price that prevailed pre. 
viously by about the amount of the reduction in costs of uncertainty, yj 
might be a net gain to society but bring little increase in net farm income: 
On the other hand, if output is insensitive to price, the increase in toi, 
income would before long become “embedded in the land” and the situatig, 
would be much as before. 

The assumption that income elasticity of demand for farm products is neq 
zero is also disturbing, especially when arguments based on it are applied jy 
individual commodities. Elasticity may vary markedly with level of income 
and from commodity to commodity. Existing measures of aggregate elasticity 
should be used with great caution. 

This is a good book. It is good economic analysis of a problem more often 
discussed with passion than reason. It by no means completes the work tha; 
must be done in the study of agricultural price guarantees, but it does carry 
us quite a way along the road. 

WILL1AM O. Jones 

Stanford University 


A Critical Review of Research in Land Economics. By Leonarp A. Satter, 
Jr. (Minneapolis: Univ. of Minnesota Press. 1948. Pp. 258. $4.00.) 


This book is a doctoral dissertation that was published posthumously, |: 
was written, however, by a mature scholar, whose life was tragically ended 
by a Chicago hotel fire in 1946. The book was the outgrowth of ten years 
work as a researcher and an administrator of research in the field of land 
economics, both in the federal government and at a large university. 

The general outline of the book can be stated briefly. The first two chapters 
give a brief, but lucid, historical account of the growth of land economics as 
a field of specialization in economics. Land economics tended to attract in- 
dividuals with an institutionalist approach to economics—scholars who looked 
to the study of law and history as offering the most fruitful approach to the 
analysis of economic problems. The third chapter gives Salter’s position on 
scientific method and social science. He strikes out against the strong en- 
piricist leanings of land economists. Research cannot be undertaken simply 
by piling statistics on top of statistics without rationale or reason. He argues 
that scientific method rests upon the statement of an hypothesis and the 
design of an experiment that will prove or disprove the hypothesis or in- 
dicate how the hypothesis should be modified. 

Chapters V, VI, and VII represent the positive contribution of the book. 
These chapters give Salter’s conclusions from his scrutiny of 500 separate 
reports of research, of which 125 were singled out for separate analysis ani 
comments. He covered the great bulk of the published researches in the field 
of land economics. With fewer than ten exceptions, he found them all wani- 
ing in terms of the criteria of scientific research that he accepted. j 

The last two chapters trace changes in emphasis in research in an 
economics and give certain conclusions that he reached in the study. 


* The amount of change in net farm income depends on the shape of demand and supp! 
functions. 
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It is not easy to disentangle from this work just how Salter believed re- 
search in land economics should be undertaken. We have no quarrel with 
‘he broad outlines of research method which he outlined. But this method is 
applicable to all scientific research and does not tell us how to tackle re- 


Search problems in a specific area. The reason for this shortcoming lay, I 


believe, in Salter’s intellectual acceptance of the institutionalist approach in 
economics and his rejection, at least in certain stages in his development, of 
economic theory of any kind. Consequently, he had no well-defined analytical 
‘framework to guide him in the development of hypotheses to test. As a 
result, at one point he seemed to have fallen into much the same methodo- 
logical trap he ascribes to others. He speaks favorably of a study in which 
a problem was formulated in only the vaguest terms and individuals were 


© questioned, without any guides or a priori notions, to determine how they had 


solved the problem. This approach was commended because it avoided 
missing any significant points, but it can also be criticized because it is un- 
likely to reveal anything particularly significant in a complex social position. 

On the positive side, a few things may be said about research method in 


land economics as revealed in this book. First, emphasis should be placed 
} upon the study of people and their problems. Much of the work in land 
© economics has been too much concerned with land as physical structure and 
© too little concerned about people. Second, an appropriate technique for test- 
> ing hypotheses will be found in ordering the experience in time—using a 
= sequence analysis. This probably requires dealing with a small sample, but 


Salter argued strongly for it. Third, problems suitable for research grow out 


© of situations in which individuals or groups do not know how to improve 
© their circumstances and thus need the insights made possible by scientific 
research. 


This book, while largely negative in its tone, should prove worth while to 
agricultural economists and to individuals interested in urban land utilization. 
Every important field of social science research needs a painstaking review 


" of its past efforts, such as was provided by Salter. One may hope that a decade 
hence land economics research will indicate the impact of this book. 


D. GALE JOHNSON 
University of Chicago 


Labor and Industrial Relations 


) Al Manner of Men. By Matcotm Ross. (New York: Reynal & Hitchcock. 


1948. Pp. 314. $3.50.) 
In a vigorous and informal manner, Malcolm Ross has presented a story 


» which needed telling. As former chairman of the wartime Fair Employment 


Practice Committee, he is eminently qualified to discuss the problems in- 
herent in the fight against the economic version of discrimination. All too 
often those who participate in major historical developments fail to record 


; ‘heir immediate reactions to the situation. As impressions become dulled 


with the years and facts are gradually forgotten, subsequent generations of 


® scholars are thus deprived of their most valuable tools. Taken in this frame 
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of reference, Mr. Ross’s book performs a valuable service. These three hyp. 
dred pages of cogent summary lay bare the vitals of a governmental program. 


in-action, presented at a time when the recollections are still freshly preserved 

Discrimination against minority groups, in the eyes of many persons, con. 
stitutes the most vulnerable region of weakness in our entire democratic struc. 
ture. That Malcolm Ross is clearly aware of this condition is manifestly 
evident in his book. Overt forms of prejudice, he believes, are evils which 
affect not only the persons discriminated against, but also the nation as , 
whole. The argument which he advances in favor of a permanent FEPC js 
not supported solely by humanitarianism. Prompt enactment of such a pro. 
gram, the author declares, would be beneficial to the American economy. In 
the words of Mr. Ross: “Equal opportunity results in increasing the over-al| 
sum of the nation’s working skills, with a lift to the morale of minority 
groups as a by-product. That is cold industrial efficiency, not do-goodism, 
It is certainly in the public interest.” 

The facts he presents are not pleasant. They record the heat of conflict a: 
well as the venom of hate. Although greatest emphasis is focused upon the 
fight for Negro opportunity, the problems of other peoples are not omitted, 
Economic discrimination as it has existed historically in relation to other 
minority groups, including the Mexican, Jewish, and Irish-American, is like. 
wise considered. During the recent brief existence of the FEPC, 14,000 com- 
plaints were registered with the committee. Of these, 80 per cent asked for 
protection on the basis of “race” or “color,” 14 per cent because of “na- 
tional origin,” while the remaining 6 per cent appealed on the basis of “creed.” 
In spite of the fact that the FEPC was designed to combat prejudice against a 
worker’s chance to earn a living, it soon became “a high-pressure area in 
every phase of race and creed relationship.” With admirable restraint, the 
author includes the committee testimony of a female witness hostile to the 
FEPC. As she passionately relates her arguments, grouping together the Reds, 
foreigners, liars, rats, and atheists as the only advocates of the Chavez-Norton 
bill, the spectre of open, uncompromising prejudice assumes a concrete form 

One of the best sections of the book deals with the political arena. Com- 
menting upon the Southern divergency of opinion regarding racial matters, 
the author nevertheless feels that once the issue is injected into national 
politics, the Southern ranks unite in rejecting federal action. The description 
of the Senatorial debates which took place between the late spring and 
early summer of 1945 is especial!y good. He does not bother to condemn 
those who filibustered against the FEPC. The Mississippi team of Bilbo and 
Eastland, he asserts, was within its rights. “So long as the Senate permits a 
filibuster it cannot complain of being stymied and made ridiculous.” 

Malcolm Ross thus takes exception to those well-meaning liberal politicians 
—many of whom he personally admires—who theoretically are opposed t0 
discrimination, but fail to assume an active role in the fight for its elimine 
tion. Often he is as critical of what such men have not said as he disapproves 
of the statements of bigots who have sought to inflame the emotions. In the 
same manner certain newspapers are indicted. Subtly he deplores the {act 
that the ordinary details of racial and religious hate are often regarded 
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having small value as news Copy. With the advocates of caste already mar- 
shalled, the enemies of prejudice must similarly rally their strength. 

Admiration for the many commendable features of the book, however, 
should not obscure its limitations. While the author adheres to a discussion 
of the subject with which he is most familiar, the field of recent labor rela- 
tions, the thesis is clearly presented. On the other hand, in those sections 
where he seeks to broaden his horizon by introducing the “historical back- 
sround,” his footing seems less secure. Any scrap of information which has 
some measure of pertinence to the subject of racial as well as religious 
controversy is anxiously seized upon. At times Mr. Ross tries too hard to 
interpolate such materials into his narrative. ““The First Two Hundred Years,” 
the initial chapter, which endeavors to serve as an introduction to the pres- 
ent, is by no means convincing in this role. It is neither a systematic analysis 
of early Negro labor, nor does it seem directly related to that which follows. 
In this first cursory chapter the author does little more than discuss two 
isolated incidents taken from the period of slavery—the New York Negro 
“plot” of 1741, and the battle waged by Elijah P. Lovejoy, the abolitionist 
© martyr of Alton, Illinois. Aside from the rather obvious common denominator, 
resistance against those who would degrade the status of the American 
Negro, the events as presented here bear only slight relationship to the more 
immediate problem of job discrimination. 

If the author had wished to discuss the origins of the fight for the FEPC, 
he might have turned to the many depressing evidences of white labor’s at- 
tempt to exclude the Negro from the trades prior to the Civil War, a factor 
which he considers only in the New York riots of 1863. Certainly a considera- 
tion of this situation would have cautioned against the use of the oft-repeated 
phrase that: “Slavery made white Southerners scornful of physical work” 
(p. 104). The picture of urban white laborers, many of them born and 
raised in the South, physically abusing hired-out slaves and free Negroes 
» because of competition for employment, is not conducive to his thesis. The 
average Southerner of the colonial or ante-bellum period was not a man of 
leisure who viewed physical exertion as beneath his dignity. Even many 
slaveowners, especially the master craftsman and the small farmer with only 
» 2 few slaves, worked alongside of the Negro. The FEPC, it might be argued, 
® seeks only to restore co-employment without the stigma of slavery. 

Certain other limitations seem apparent. Occasionally an inaccuracy may 
be detected. Garrison’s newspaper, The Liberator, is twice referred to as 
The Vindicator (p. 15). Nor is it possible to accept without question the 
statement that Daniel Horsemanden, the New York City Recorder of the 
Negro trials of 1741, was the first American official to make use of his public 
experiences as the basis for a full-length book (pp. 17-18). The narratives of 
William Bradford and John Winthrop, the seventeenth-century governors of 
Plymouth and Massachusetts Bay, respectively, were earlier examples of the 
same pattern. Finally, the complete absence of footnotes, bibliography and 
index, especially in view of the historical details which the author presents, is 
likely to be criticized by scholars. 

In its recourse to historical events, this study unfortunately leaves much 
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to be desired. But as an unemotional, popular account of the struggle for the 
FEPC, it has little competition in its field. 
LEONARD STAVisky 


The Labor Leader. By Ext GinzBerc. (New York: Macmillan. 1948, Pp, 
190. $3.00.) 

With trade unions determining labor relations patterns in the major ge. 
ment of the economy, either directly or indirectly, it becomes important jo 
understand the internal structure and operation of labor organizations; for the 
economic variables of the labor market are today influenced markedly, if no 
predominantly, by the internal politics of the unions. And in these interna] 
politics, leadership is a significant locus of power. Despite that, our under. 
standing of union leadership is far from adequate. While we have had a fey 
sharp insights into the nature of union leadership from the pens of Hoxie. 
Slichter, Selekman and Taft, Professor Ginzberg’s book is the first attempt 
at a systematic analysis of the field. It thus appears at a most opportune 
moment. 

The first part of the book deals with the general characteristics of the lead. 
ership in any social group, be it a union, a church, a business organization, etc. 
In the second part, some aspects of American labor leadership are described, 
The material is based on information about national “officers” in ten unions 
which comprise a “representative” group of the American labor movement: 
the Carpenters, the Amalgamated Clothing Workers, the Electrical Workers 
(AF of L), the Ladies Garment Workers, the Iron, Steel and Tin Workers 
the United Mine Workers, the Printing Pressmen, the Railroad Trainmen, 
the Seamen’s Union, and the Typographical. It is questionable whether these 
organizations represent a cross-section of American unionism; and it is even 
more questionable whether it is feasible to construct a “representative sam- 
ple” of American unions for the purpose in hand. The author seems to be 
aware of this when he points out that the selection was carried out “with one 
eye on the available literature” (p. 42). 

Most labor leaders are of American birth, come from working-class homes, 
have had little formal education beyond the grammar-school stage, and ros 
to leadership through the union hierarchy. The tenure of office of national 
leaders is described in some detail. National presidents, in particular, are 
likely to be re-elected again and again. “By 1940, Berry had been presiden! 
of the Printing Pressmen for thirty-three years; Hutchison had been president 
of the Carpenters and Joiners for twenty-seven years; Lewis had been pres 
dent of the United Mine Workers for twenty-two years; and Hillman hai 
been president of the Amalgamated Clothing Workers from the time the 
union was first organized in 1914” (p. 65). The salaries of national officers, 
together with a brief discussion of other phases of union finances, are covered 
in the final chapter of Part Two. 

Part Three is a case study of a local union “in action.” It portrays, i 
detailed yet vivid fashion, some of the problems confronted by union leadet- 
ship. Problems of organization and operation are carefully delineated an! 
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their impact clearly reported. This part of the book is riddled with rich 
‘mplications about internal union government, which theorists could explore 
with profit. The final part of the book sketches briefly the changes in the 
nature of union leadership called for by our changing socio-economic en- 
vironment. The author’s thesis is that: labor bureaucracy will have to give 
wav to labor statesmanship if we are to maintain a free and stable society. 

Like all pioneering efforts, Professor Ginzberg’s book leaves a good deal of 
territory unexplored—and important territory it is, too. Two of these areas 
might be mentioned here. The significance of internal union government for 
the economist, gua economist, lies in the impact of the locus of control on the 
nature of the collective bargain. Is a union dominated by a strongly en- 
trenched leadership likely to practice “sounder” collective bargaining policy 
than one characterized by party and faction cleavage? If so, does this point 
} to the incompatibility between “sound” collective bargains and “democracy” 
in unions? And if so, does it call for a change in public policy? 
' A second problem which merits exhaustive analysis is the contrast, if any, 
> between national and local leadership in regard to their impact on collective 
) bargaining. For example, is national leadership more farsighted than local 
§ \eadership? And if so, why? A thorough exploration of this problem would 
| probably shed more light on the advisability of industry-wide bargaining 
© than most of the current discussion of this question. 

While the book leaves much to be desired, it has the merit of representing 
e first attempt at a systematic analysis of union leadership. It should stimu- 
ate others to pursue more exhaustive and penetrating investigations of the 


same subject 


JosEPH SHISTER 
Yale University 
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Tyter, P. M. From the ground up: facts and figures of the mineral industries of the 
United States. (New York: McGraw-Hill. 1948. Pp. 256. $3.50.) 


Voskum, W. H. Long-term manufacturing opportunities in the upper Mississippi valley. 
Bur. of Econ. and Bus. Research, spec. bull. no. 6. (Urbana: Univ. of Illinois. 1948. 
Pp. 32.) 

Production of basic and building materials in Canada—outlook 1948. Dept. of Recon- 
struction and Supply report. (Ottawa: E. Cloutier. 1948. Pp. 30.) 


Transportation; Communication; Public Utilities 


BoLtincer, L. L. and Tutty, A. H., Jr. Personal aircraft business at airports. (Boston: 
Harvard Univ. Grad. School of Bus. Admin. 1948. Pp. xi, 348. $4.25.) 


KirKLAND, E. C. Men, cities and transportation. 2 vols. Stud. in econ. hist. published 
in cooperation with the Committee on Research in Economic History, Social Science 
Research Council. (Cambridge: Harvard Univ. Press. 1948. Pp. xvi, 528; ix, 499. 
$12 sn 


MacGrit, C. E. and others, under direction of B. H. Meyer. History of transportation 
in the United States before 1860. Reprint of Carnegie Inst. of Washington pub. no. 
215c (1917). (New York: Peter Smith. 1947. Pp. xi, 678. $10.) 


SHINN, G. L. Freight rate application—definitions, interpretations, constructions ex- 
plained and clarified. (New York: Simmons-Boardman Pub. Corp. 1948. Pp. iv, 149. 
$3.50.) 

Economic study of standard broadcasting, Oct. 31, 1947. (Washington: Supt. Docs. 
1948. Pp. 112. 40¢.) 

International civil aviation, 1945-48. Report of the representative of the U.S.A. to the 
International Civil Aviation Organization. Dept. of State pub. 3131, internat. organization 


and conf. ser. iv, internat. civil aviation organization 1. (Washington: Dept. of State. 
1948. Pp. vi, 41.) 
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Interregional and intraregional traffic of the Mountain-Pacific area in 1939. Prepared 
by Bur. of Econ. and Bus. Research, State College of Washington, in cooperation with 
Dept. of Commerce. (Pullman, Wash.: Bur. of Econ. Research, State College. 1948 
Pp. x, 242. $2.) 


Agriculture; Forestry; Fisheries 
Crawrorp, M. De C. The heritage of cotton; the fibre of two worlds and many ages 
(New York: Fairchild Pub. Co. 1948. Pp. 313. $3.) 


TostLeBe, A. S. and others. The balance sheet of agriculture, 1947. Dept. Agriculture 
misc. pub. no. 642. (Washington: Supt. Docs. 1948. Pp. 74. 15¢.) 


The Agricultural Research and Marketing Act of 1946—a consideration of basic objectives 
and procedures. Prepared by the Agriculture Committee on National Policy of the 
National Planning Assoc. (Washington: Nat. Planning Assoc. 1948. Pp. 16. 25¢.) 


Report of the Council of FAO second session April 5-17, 1948, Washington, D.C. (Wash- 
ington: Food and Agriculture Organization of the U.N. 1948. Pp. 34.) 


Yearbook of food and agricultural statisticcp—1947. (English and French) (New York: 
Internat. Docs. Service, Columbia Univ. Press. 1947. Pp. xviii, 261. $2.50.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Ossorn, F. Our plundered planet. (Boston: Little, Brown. 1948. Pp. xiv, 217.) 


TANGHE, R. Géographie économique du Canada. Bibliotéque écon. et sociale. (Montreal 
Editions Fides. Pp. 278. $1.50.) 

Wermer, A. M. and Hoyt, H. Principles of urban real estate. Rev. ed. (New York 
Ronald Press, 1948. Pp. xiv, 512. $4.75.) 

Housing in Canada, a factual summary, January, 1948. A quarterly pub. (Ottawa: Econ 
Research Div., Central Mortgage and Housing Corp. 1948. Pp. 93.) 

Tennessee Valley resources: their development and use. (Knoxville: Tenn. Valley Au- 
thority. 1947. Pp. 145. Apply.) 


Labor and Industrial Relations 


ALEXANDER, R. J. Labour movements in Latin America. (London: Fabian Pubs. and 
Victor Gollancz. 1947. Pp. 24. 1s., 6d.) 


BACKMAN, J. and GarnspruGH, M. R. Behavior of wages. Stud. in bus. econ. no. 15 
(New York: Nat. Indus. Conference Board. 1948. Pp. 96. $1.) 


BAKKE, E. W. and Kerr, C., editors. Unions, management and the public. (New York 
Harcourt, Brace. 1948. Pp. xx, 946.) A book of readings. 


CuAtmers, F. K. and Heicut, D. I. Fair practice in employment. Pub. affairs news 
svce., vol. 12, no. 1. (New York: Woman’s Press. 1948. Pp. 34. 40¢.) 


Després, J.-P. Le Canada et l’organisation internationale du travail. Published under the 
auspices of l'Institut Canadien des Affaires Internationales. (Montreal: Editions Fides 
1947. Pp. 273. $2.50.) 

HEINEMANN, M. Wages front. (London: Lawrence and Wishart. 1947. Pp. xi, 256. 6s 
library ed., 21s.) 

Heron, A. R. Why men work. “Toward Understanding in Industry” ser., no. 2 (Stan- 
ford: Stanford Univ. Press. 1948. Pp. ix, 197. $2.75.) 


Lerrer, R. D. The foreman in industrial relations. (New York: Columbia Univ Press 
1948. Pp. 200. $2.50.) 
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tocan, H. A. Trade unions in Canada: their development and functioning. + oronto: 
Macmillan. 1948. Pp. xxii, 639. $4.75.) 


Luck, M. G. Wartime and postwar earnings, San Francisco, 1944-1946. Joint pub. of the 
Heller Committee for Res. in Soc. Econ. and the Bur. of Bus. and Econ. Re:earch of 
the Univ. of California. (Berkeley and Los Angeles: Univ. of California Press. 1948. 
Pp. xii, 129.) 


Ross, A. M. Trade union wage policy. Pub. of Institute of Industrial Relations. (Berkeley 
nd Los Angeles: Univ. of California Press. 1948. Pp. x, 133. $3.) 


Suuman, R. B. The management of men. (Norman: Univ. of Oklahoma Press. 1948. 
Pp. xiii, 208. $3.) 

innual digest of state and federal labor legislation, enacted August 1, 1946 to September 
1 1047. (Washington: Supt. Docs. 1948. Pp. 119. 30¢.) 


innual report of the Institute of Industrial Relations, 1947. (Berkeley and Los Angeles: 
Univ. of California Press. 1948. Pp. 32.) 


Labor market information (area series). (Washington: Supt. Docs. 1948. $2.50 a year.) 
Labor market information (industry series). (Washington: Supt. Docs. 1948. $1 a year.) 


Local labor market research. A case study: the St. Paul project of the Employment 
Stabilization Research Institute, 1940-42. (Minneapolis: Industrial Relations Center 
Univ. of Minnesota. 1948. Pp. xvii, 226. $3.50.) 


Management procedures in the determination of industrial relations policies. Research 
rept. ser. no. 76. (Princeton: Industrial Relations Section, Princeton Univ. 1948. Pp. 


Minutes of the 97th session of the Governing Body, November 6, 1945, Paris. (Geneva: 
Internat. Labour Off. 1948. Pp. 71.) 


Strikes and lockouts in Canada during 1947, with information for certain other countries. 
Suppl. to The Labour Gazette, Apr., 1948. (Ottawa: E. Cloutier. 1948. Pp. 38.) 


Trade unions in Poland. (New York: Polish Research and Information Svce. 1947. Pp. 
Apply.) 


Wage rates and hours of labour in Canada, 1946. Rept. no. 29. Suppl. to The Labour 
Gazette, Nov., 1947. (Ottawa: E. Cloutier. 1948. Pp. 103.) 


Social Insurance; Relief; Pensions; Public Welfare 


BacHMAN, G. W. and MerraM, L. The issue of compulsory health insurance. (Washington: 
Brookings Institution. 1948. Pp. ix, 271. $4.) 
A study prepared at the request of Senator H. Alexander Smith, chairman of the 
Subcommittee on Health of the Senate Committee on Labor and Public Welfare. 


World Health Organization progress and plans. Dept. of State pub. 3126, internat. 
organization and conf. ser. iv, World Health Org. 1. (Washington: Dept. of State. 
1948, Pp 23.) 


Consumption; Cooperation 


Crews, C. R., editor. Europe’s co-ops as we saw them; a series of internal reports. 
New York: Cooperative League of U.S.A. 1948. Pp. 96. $1.) 
Quresat, A. I. The future of the co-operative movement in India. (Madras: Oxford Univ. 


Dp 


Press. 1947. Pp. x, 166.) 


Hs, J. and others. How to organize a co-op; a guide to the establishment of a com- 
imity Cooperative. (New York: Cooperative League. 1948. Pp. 34. $1.) 


Lonsumer’s cooperatives and credit unions, operations in 1946. (Washington: Supt. Docs. 
1948. Pp. 20. 15¢.) 
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Population; Migration; Vital Statistics 


Duranp, J. D. The labor force in the United States 1890-1960. (New York: Soc. Science 
Research Council. 1948. Pp. xviii, 284. $2.50.) 


Stncu, B. Population and food planning in India. (Bombay: Hind Kitabs Ltd. i047 
Pp. v, 156. Rs. 4.) 


SmirH, T. L. Population analysis. (New York: McGraw-Hill. 1948. Pp. xiv, 421. $4.59 


VERSCHRAEGEN, L. Contribution a Vinterprétation biologique de la politique. (Bruxelles: 
Office de Publicité S.C. 1947. Pp. x, 142.) 


Immigration and nationality laws and regulations. Suppl. no. 3 to the March 1, 1944 e¢ 
of Immigration and Nationality Laws and Regulations. (Washington: Supt. Docs, 1948 
Pp. 266. 55¢.) 


Unclassified Items 


Burns, A. F. The cumulation of economic knowledge—twenty-eighth annual report 
the National Bureau of Economic Research. (New York: Nat. Bur. of Econ. Research 
1948. Pp. 75.) 


Ketior, F. American arbitration—its history, functions and achievements. (New York 
Harper and Bros. 1948. Pp. xiii, 262. $3.) 
An account of arbitration in all its many applications, commercial, labor and inter 
national. 


Levi, A. W. General education in the social studies. The Cooperative Study in Genera! 
Education. (Washington: American Council on Education. 1948. Pp. xviii, 336. $3.50 


Maclver, R. M. The more perfect union—a program for the control of inter-group 
discrimination in the United States. (New York: Macmillan. 1948. Pp. vi, 311. $4.) 


Peacu, W. N. and Krause, W. Basic data of the American economy. (Chicago: Richard D 
Irwin. 1948. Pp. 209. $2.) 

Contains in loose-leaf form 99 tables and 92 charts under the following headings: 1 
National income, savings, and consumer expenditures; 2. Population and the working 
force; 3. Natural resources; 4. Money and banking; 5. International trade and finance 
6. Government expenditures, tax collections, public and private debt; 7. Price levels 
and business fluctuations; 8. Development of manufacturing, antitrust enforcement 
and business income; 9. Agriculture. 


von EIcHBERN, R. Specialwérterbuch fiir handel und wirtschaft. II Teil, englisch- 
deutsch. (Stuttgart: Deutsche Verlags-Anstalt Gmbh. 1948. Pp. viii, 392.) 
Register of research in the social sciences in progress and in plan. Published annually 


for the Nat. Inst. of Econ. and Soc. Research, London. (Cambridge and London 
Cambridge Univ. Press. Chicago: Univ. of Chicago Press. 1948. Pp. 104. 12s., 6d.) 


Report for 1947 of the Cowles Commission for Research in Economics. (Chicago: Univ 
of Chicago Press. 1948. Pp. 24.) 


Selected publications and materials relating to American foreign policy, April, 1948. Pu! 
3130. (Washington: Dept. of State. 1948. Pp. iv, 23.) 
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PERIODICALS 


Economic Theory; General Works 


lence 


goso, L. Prezzi e moneta. Giorn. d. Econ. e Annali Econ., Jan.-Feb., 1948. Pp. 10. 
J.-Cu. Joseph Schumpeter et la théorie monétaire de Vintérét. Rev. d’Econ. 

May-June, 1948. Pp. 8. 
W. E. Uncertainty and the utility function. Econ. Jour., Mar., 1948. 


F. Il concetto di “residuo” in Pareto. Gior. d. Econ. e Annali Econ., Mar.-Apr., 


tn, E. H. An experimental imperfect market. Jour. Pol. Econ., Apr., 1948. 


4, G. Su una nuova logica economica. Gior. d. Econ. e Annali Econ., Sept.-Oct., 
17 


z10, F. Possediamo una nuova scienza economica? L’industria, Num. 1, 1948. 


L.-H. Du concept d’équilibre en économie politique. Rev. d’Econ. Pol., May- 
Pp. 29. 
W. Average-cost pricing and the theory of uncertainty. Jour. Pol. Econ., June, 
Pp. 4 
R. A. Short-period price determination in theory and practice. Am. Econ. Rev., 
1948. Pp. 24. 


H. The econometric approach: a critical analysis. Jour. Pol. Econ., June, 


B. S. and Manxrewicz, R. H. The works of Francois Simiand. Canadian 
ind Pol. Sci., May, 1948. Pp. 6. 
E. “Bargaining power” in price and wage determination. Quart. Jour. 
1948. Pp. 22. 
1 notion d’espérance marginale, la théorie générale de J. M. Keynes et le 
e l’intérét. Rev. d’Econ. Pol., Jan.-Feb., 1948. Pp. 45. 
Relative prices, Say’s Law, and the demand for money. Econometrica, Apr., 


G. La legge della caduta tendenziale del saggio del profitto e la critica 
Critica Economica, Dec., 1947. Pp. 28. 


G. Toward a short-run theory of wages. Am. Econ. Rev., June, 1948. 


Karl Marx utopiste. Rev. d’Econ. Pol., Jan.-Feb., 1948. Pp. 31. 
Y. Mise en équation de quelques phénoménes elémentaires d’économie dy- 
Rev. d’Econ. Pol., Mar.-Apr., 1948. Pp. 8. 
2G, B. Veblen and Marx. Soc. Research, Mar., 1948. Pp. 19. 
TI Il concetto di “squilibrio fondamentale” e le sue applicazioni pratiche. 
1. Econ. e Annali Econ., Sept.-Oct., 1947. Pp. 19. 
La teoria matematica dei “cicli chiusi’” e dei “cicli aperti” in economia pura. 
n. e Annali Econ., Sept.-Oct., 1947. Pp. 10. 
The classical theory of saving. Indian Jour. Econ., Oct., 1947. Pp. 14. 
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VickREY, W. Some objections to marginal-cost pricing. Jour. Pol. Econ., June, 104 
Pp. 21. 

Wetpon, J. C. The multi-product firm. Canadian Jour. Econ. and Pol. Sci., May, 1048 
Pp. 15. 

Witson, E. B. John Law and John Keynes. Quart. Jour. Econ., May, 1948. Pp. 15. 


Witson, T. Private enterprise and the theory of value. Manchester School Econ. an¢ 
Soc. Stud., May, 1948. Pp. 27. 


ZACCHERINI, G. Determinatezza della funzione dell’ofelimita. Curve storiche e cury 
dinamiche di domanda. Giorn. d. Econ. e Annali Econ., Mar.-Apr., 1948. Pp. 11. 
La vie et la pensée de Gaétan Pirou. Rev. d’Econ. Pol., July-Aug., 1947. Pp. 274. Entire 
issue is devoted to Gaétan Pirou. 

Samuelson’s Foundations of economic analysis. Review articles: The role of mathematic 
in economics, by K. E. Boulding; Its mathematics, by L. J. Savage. Jour. Pol. Eco: 
June, 1948. Pp. 16. 


Economic History 


Asuton, T. S. Some statistics of the industrial revolution in. Britain. Manchester Schoo! 
Econ. and Soc. Stud., May, 1948. Pp. 21. 


Carano-Donvito, G. Problemi finanziari e monetari della rivoluzione e del primo imper 
frencese. Giorn. d. Econ. e Annali Econ., Jan.-Feb., 1948. Pp. 20. 


Hacker, L. M. Politics and economics in history. Penn. Magazine, Apr., 1948. Pp. 19 


HammMonp, B. Banking in the early West: monopoly, prohibition, and laissez fa 
Jour. Econ. Hist., May, 1948. Pp. 25. 


Kess_er, W. C. Incortoration in New England: a statistical study, 1800-1875. Jour. Ecor 
Hist., May, 1948. Pp. 20. 
National Economies 


BatocH, T. The outlook for Britain. For. Affairs, July, 1948. Pp. 17. 


Barna, T. The French national accounts. Bull. Oxford Univ. Inst. of Stat., Mar., 1948 
Pp. 11. 


BurcHarpt, F. A. Cuts in capital expenditure. Bull. Oxford Univ. Inst. of Stat., Jan 
1948. Pp. 8. 


ConeNn, J. B. Japan: reform vs. recovery. Far East. Survey, June 23, 1948. Pp. 6 
Ernaunt, M. Nationalization in France and Italy. Soc. Research, Mar., 1948. Pp. 22. 


Finer, H. Planning and nationalization in Great Britain, I. Internat. Lab. Rev., Mai 
1948. Pp. 30. II, Internat. Lab. Rev., Apr., 1948. Pp. 17. 


FLorin, R. Avantages et conditions d’une libération de l'économie francaise. Rev. d Eco! 
Pol., Mar.-Apr., 1948. Pp. 26. 


Haptey, E. M. Trust busting in Japan. Harvard Bus. Rev., July, 1948. Pp. 16. 
Jotty, P. Aspects of the French economy. Harvard Bus. Rev., May, 1948. Pp. 10. 


KersHaw, J. A. Postwar Brazilian economic problems. Am. Econ. Rev., June, 194° 
Pp. 13. 

Krart, L. Pan-Africanism: political, economic, strategic or scientific? Internat. Affairs 
Apr., 1948. Pp. 11. 


Lee, S. C. The heart of China’s problem, the land tenure system. Jour. Farm Econ 
May, 1948. Pp. 12 
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Luerena, C. M. El desarrollo industrial en América Latina. Rev. de Ciencias Econ., 
July-Aug., 1947. Pp. 30. 
Suaw, A. E. Economy of the Argentine. Canadian Banker, Spring, 1948. Pp. 12. 
Belgium’s prosperity—some problems of the future. World Today, June, 1948. Pp. 8. 
Britain’s economic survey for 1948—official summary. Fed. Res. Bull., Apr., 1948. Pp. 5. 


Le réorganisation et la modernisation de l'industrie brittanique. Etudes et Conjoncture, 
Econ. Mondiale, Feb., 1947. Pp. 30. 


L’evolution de la situation économique dans les pays étrangers: 
En Europe Centrale; dans Empire Britannique; dans le Moyen-Orient. Etudes et 
Conjuncture, Econ. Mondiale, Nov., 1946. Pp. 60. 
En Amérique du Nord; en Europe Centrale; au Proche Orient; au Moyen Orient. 
Etudes et Conjoncture, Econ. Mondiale, Dec., 1946-Jan., 1947. Pp. 136. 
En Europe; en U.R.S.S.; dans ?Empire Britannique; en Amérique Centrale; en 
Extréme-Orient. Etudes et Conjoncture, Econ. Mondiale, Feb., 1947. Pp. 72. 


Le 4° plan quinquennal et les constructions mécaniques en U.R.S.S. Etudes et Conjonc- 
ture, Econ. Mondiale, Dec., 1946-Jan., 1947. Pp. 42. 


Vanufacturing industry in South Africa. World Today, June, 1948. Pp. 5. 


Review of the economic conditions in Italy. Pub. of the Banco di Roma, Jan., 1948. Pp. 70. 


Economic Systems; Postwar Planning 


Eucken, W. On the theory of the centrally administered economy: An analysis of the 
German experiment. Pt. I. Economica, May, 1948. Pp. 22. 


Lewis, W. A. The prospect before us. Manchester School Econ. and Soc. Stud., May, 
1948 Pp 36 

Marx, F. M., editor. Formulating the federal government’s economic program: a 
symposium. Am. Pol. Sci. Rev., Apr., 1948. Pp. 65. 

Meape, J. E. Planning without prices. Economica, Feb., 1948. Pp. 8. 

Mopictian1, F. L’organizzazione e la direzione della produzione in un’economia socialista. 
Giorn. d. Econ. e Annali Econ., Sept.-Oct., 1947. Pp. 74. 

A. C. Central planning and Professor Robbins. Economica, Feb., 1948. Pp. 8. 


R. C. The practice of economic planning. Manchester School Econ. and Soc. 
Stud., May, 1948. Pp. 22. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Friscn, R. Repercussion studies at Oslo. Am. Econ. Rev., June, 1948. Pp. 5. 


Narr, A. N. K. Some problems relating to employment, and unemployment statistics in 
India. Indian Jour. Econ., Oct., 1947. Pp. 16. 

Roos, C. F. A future role for the Econometric Society in international statistics. Econo- 
metrica, Apr., 1948. Pp. 8. 

Samugetson, P. A. Exact distribution of continuous variables in sequential analysis. 
Econometrica, Apr., 1948. Pp. 8. 

Snevecor, G. W. A proposed basic course in statistics. Jour. Am. Stat. Assoc., Mar., 
1948. Pp. 8. 

StepHan, F. F. History of the uses of modern sampling procedures. Jour. Am. Stat. 
Assoc., Mar., 1948. Pp. 28. 
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National Income and Product; Income Distribution; 
Consumption Statistics 


Ames, E. and Fercuson, A. R. Technological change and the equilibrium level of the 
national income. Quart. Jour. Econ., May, 1948. Pp. 18. 


BetTeLHeM, C. Revenu national, épargne et investissements chez Marx et chez Keynes, 
Rev. d’Econ. Pol., Mar.-Apr., 1948. Pp. 14. 


Corréarp, M. Le degré de précision de Vévaluation du revenu national. Jour. de Soc. 
Stat. de Paris, Mar.-Apr., 1948. Pp. 8. 


DerKsEN, J. B. D. Comparing national incomes—problems, progress, and facts. Dun’s 
Rev., June, 1948. Pp. 3. 


Kuznets, S. On the valuation of social income—treflections on Professor Hicks’ article. 
Pts. I and II. Economica, Feb. and May, 1948. Pp. 16; 16. 


Prest, A. R. National income of the United Kingdom, 1870-1946. Econ. Jour., Mar. 
1948. Pp. 32. 


RoipH, E. R. The concept of transfers in national income concepts. Quart. Jour. Econ,, 
May, 1948. Pp. 35. 


National product and income in the first quarter of 1948. Survey Current Bus., May, 
1948. Pp. 2. 


1948 Survey of consumer finances: Pt. I, Expenditures for durable goods; Pt. Il, The 
distribution of consumer income in 1947. Fed. Res. Bull., June, 1948. Pp. 23. 


Business Cycles and Fluctuations 


BAKER, J. G. The universal discount as a means of economic stabilization. Econometrica, 
Apr., 1948. Pp. 30. 


BENOIT-SMULLYAN, E. On the meaning of full employment. Rev. Econ. and Stat., May, 
1948. Pp. 8. 


Cooper, W. W. Some implications of a program for full employment and economic 
stability. Pol. Sci. Quart., June, 1948. Pp. 27. 


DreTeRteN, P. Les mouvements économiques généraux. Rev. d’Econ. Pol., Jan.-Feb., 
1948. Pp. 6. 


FRIEDMAN, M. A monetary and fiscal framework for economic stability. Am. Econ. Rev 
June, 1948. Pp. 20. 


Roose, K. D. The recession of 1937-38. Jour. Pol. Econ., June, 1948. Pp. 10. 


Rosa, R. V. Use of the consumption function in short run forecasting. Rev. Econ. and 
Stat., May, 1948. Pp. 15. 


ScHENDsTOK, B., Smmons, D., TrvBercen, J. and Datmutper, F. J. J. The situation of 
the public finance as affected by and affecting business cycles in the Netherlands before 
1939 (in French). Openbare Financién, No. 2, 1948. Pp. 30. 


Sniper, D. A. French monetary and fiscal policies since the liberation. Am. Econ. Rev., 
June, 1948. Pp. 19. 


Sprout, A. Why we can’t afford deflation. Am. Affairs, Apr., 1948. Pp. 2. 


Worswick, G. D. N, and Martin, K. Prices and wages policy. Bull. Oxford Univ. Inst. 
of Stat., Mar., 1948. Pp. 10. 
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Public Finance; Fiscal Policy; Taxation 
Facto, R. El impuesto sobre la renta y la economia nacional. El Trimestre Econ., Jan.- 
Mar., 1948. Pp. 21. 


Groves, H. M. The property tax in Canada and the United States I1—Administration. 
Land Econ., May, 1948. Pp. 9. 


Monop DE FROIDEVILLE, J. A. The evolution of the concept purpose in the tax with a 
special destination (in French). Openbare Financién, No. 2, 1948. Pp. 25. 


Nocaro, B. Creation of money as a means of financing public expenditure (in French). 
Openbare Financién, No. 2, 1948. Pp. 6. 


ScuouteNn, D. B. J. Theory and practice of the capital levies in the Netherlands. Bull. 
Oxford Univ. Inst. of Stat., Apr., 1948. Pp. 6. 


Scotto, A. Contributo alla determinazione della velocita degli effetti delle imposte in 
regime di monopolio, Studi Sassaresi, Fasc. IV, 1948. Pp. 44. 


SHaveLL, H. Postwar taxation in Japan. Jour. Pol. Econ., Apr., 1948. Pp. 14. 


SHerwoop, W. T., Jr. The estate and gift tax provisions of the Revenue Act of 1948. 
Jour. Accountancy, June, 1948. Pp. 9. 


Sweets, M. J. H. Indirect taxes—do they raise the price-level? (in Dutch). Openbare 
Financién, No. 2, 1948. Pp. 25. 


Sreve, S. Sul concetto di imposta generale. Giorn. d. Econ. e Annali Econ., Sept.-Oct., 
947, Pp. 54. 

The Revenue Act of 1948. Survey Current Bus., Apr., 1948. Pp. 5. 

Town and Country Planning Act, 1947. Bankers’ Mag., Apr., 1948. Pp. 9. 


Money and Banking; Short-Term Credit 


Barr, P. Il problema monetario italiano sullo scorcio del 1944. Giorn. d. Econ. e Annali 
Econ., Jan.-Feb., 1948. Pp. 33. 

BeuRMAN, J. N. The short-term interest rate and the velocity of circulation. Econometrica, 
Apr., 1948. Pp. 6. 

Catsovas, C. D. Commodity currency and commodity storage. Am. Econ. Rev., June, 
1948. Pp. 22. 

Gamerno, A. I problemi di “fondo” della politica creditizia. Giorn. d. Econ. e Annali 
Econ., Mar.-Apr., 1948. Pp. 21. 


Haserter, G. Comentarios sobre “Banca central nacional y economia internacional.” 
E] Trimestre Econ., Jan.-Mar., 1948. Pp. 28. 


Harnset, P. Soviet “inflation” reform. Openbare Financién, No. 2, 1948. Pp. 2. 


PornDExTER, J. C. Professors Pritchard and Benoit-Smullyan on bank-financed functional 
deficits: a reply. Am. Econ. Rev., June, 1948. Pp. 3. 


Ropinson, R. I. Bank capital and dividend policies. Harvard Bus. Rev., July, 1948. 
Pp. 12. 

Ropand, C. La funsione del credito. Critica Economica, Dec., 1947. Pp. 24. 

Trrrin, R. Banca central nacional y economia internacional. El) Trimestre Econ., Jan.- 
Mar., 1948. Pp. 49. 


Treasury surplus, bank reserves, and the money supply. Fed. Res. Bull., May, 1948. Pp. 
10, 
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International Trade, Finance and Economic Policy 


Assott, C. C. Economic penetration and power politics. Harvard Bus. Rev., July, 1943 
Pa. 15. 


BACHMANN, H. Die welthandels-charta und die schweiz. Aussenwirtschaft, Dec., 1947 


Pp. 15. 


BALAKRISHNA, R. Role of tariffs in economic expansion. Indian Jour. Econ., Oct., 194° 
Pp. 16. 


BaLocH, T. Britain’s foreign trade problem: a comment. Econ. Jour., Mar., 1948, Pp, }) 


Berte, A. A., Jr. The Marshall Plan in the European struggle. Soc. Research, Mar 
1948. Pp. 21. 


BotssHaRpvT, A. Europdische zollunion? Aussenwirtschaft, Mar., 1948. Pp. 20. 


Briers, G. Amerika und der Européische wiederaufbauplan. Aussenwirtschaft, Mar., 1948 
Pp. 20. 


Cari, G. Commercio estero e cambi. Critica Econ., Dec., 1947. Pp. 16. 


Cuanc, T. C. A statistical note on world demand for exports. Rev. Econ. and Stat., May 
1948. Pp. 11. 


Cuaptn, F. H. Two-way trafic for international trade. Dun’s Rev., May, 1948. Pp. ? 


CHARRIERE, J. Le rédle du capitalisme américain dans la dislocation des économiy 
européennes. La Rev. Internat., Oct., 1947. Pp. 15. 


Courtin, R. Le probléme de l’union économique douaniére. Rev. d’Econ. Pol., May-June 
1948. Pp. 28. 


Dresotp, W., Jr. East-West trade and the Marshall Plan. For. Affairs, July, 1948. Pp. 14 
Griziott1, B. Economia e finanza mondiale. Comunita Internazionale, July, 1946. Pp. 20 


Gutt, C. Exchange rates and the International Monetary Fund. Rev. Econ .and Stat 
May, 1948. Pp. 10. 


Hawtrey, R. G. Help between nations. Internat. Affairs, Apr., 1948. Pp. 11. 


HEILperin, M. A. Notes on the Havana Trade Charter. Canadian Banker, Spring, 1948 
Pp. 10. 


Herter, C. A. The battle of peace—objective 1: European recovery. Dun’s Rev., Ma 
1948. Pp. 3. 


Hicumoor, C. K. Export credits. Canadian Banker, Spring, 1948. Pp. 14. 


HorFrMann, W. Struktur und internationale bedeutung des ruhrgebietes. Aussenwirtschaft 
Mar., 1948. Pp. 23. 


Hose.itz, B. F. Four reports on economic aid to Europe. Jour. Pol. Econ., Apr., 1948 
Pp. 15. 


Kine, E. Zahlungsbilanzausgleich und inflationsdruck. Aussenwirtschaft, Dec., 1947. 


12. 
Meapk, J. E. Financial policy and the balance of payments. Economica, May, 1948. Pp. 15 


Mossé, R. Les institutions économiques et sociales internationales. Le systéme monétaire 
de Bretton Woods et les grands problémes de Vaprés-guerre, I. Rev. d’Econ. Pol 
Jan.-Feb., 1948. Pp. 31. Continuation in Rev. d’Econ. Pol., Mar.-Apr., 1948. Pp. 2° 


PesEeNTI, A. I] Plano Marshall. Critica Econ., Feb., 1948. Pp. 51. 


Purcett, V. W. W. S. The Economic Commission for Asia and the Far East. Internat 
Affairs, Apr., 1948. Pp. 15. 


Qt 


JE 


W 


R 


R 


1948 


1947, 


» 1947 


Pp. 12 
Mar 


, 1948 


chaft 


PERIODICALS 731 
Quisano, C. Bretton Woods y los tipos cambiarios multiples en el periodo de transicion. 
Rev. de Econ., Feb.-Mar., 1948. Pp. 23. 


puppy, J. F. German investments in Latin America. Jour. Bus. Univ. Chicago, Apr., 
1948. Pp. 9. 

Rosrnson, R. I. British and American controls in the money markets. Dun’s Rev., June, 
1945 Pp. 2. 


Rosenson, A. International commodity reserve standard reconsidered. Rev. Econ. and 
Stat., May, 1948. Pp. 6. 


cervorse, R. La banque d’exportation et d’importation de Washington. Rev. d’Econ. 
Pol., May-June, 1948. Pp. 53. 


Tuorp, W. L. Statistics and foreign policy. Jour. Am. Stat. Assoc., Mar., 1948. Pp. 11. 


TivBeRGEN, J. Observations sur le probléme de la rareté du dollar. Rev. d’Econ. Pol., 
Jan.-Feb., 1948. Pp. 21. 


WeststTRATE, C. The economic and political implications of a customs union. Quart. Jour. 
Econ., May, 1948. Pp. 19. 


Wuuams, J. H. The task of economic recovery. For. Affairs, July, 1948. Pp. 16. 


Foreign grants and credits of the United States government. Survey Current Bus., June, 


1948. Pp. 5. 


International transactions of the United States during the first quarter of 1948. Survey 
Current Bus., June, 1948. Pp. 3. 


The postwar drain on foreign gold and dollar reserves. Fed. Res. Bull., Apr., 1948. Pp. 11. 
{ Scandinavian customs union. Index Svenska Handelsbanken, Mar., 1948. Pp. 7. 


United States balance of payments with ERP countries—estimates for 1947 and the first 
program year. Survey Current Bus., May, 1948. Pp. 2. 


Business Finance; Insurance; Investments; 
Securities Markets 
GoopHarT, A. L. Giving the facts to shareholders—Britain’s version of the SEC. Dun’s 
Rev., Apr., 1948. Pp. 3. 


Henverson, R. F. The significance of the new issue market for the finance of industry. 
Econ. Jour., Mar., 1948. Pp. 11. 


LAWRENCE, J. S. Profits and progress. Harvard Bus. Rev., July, 1948. Pp. 12. 


Scumipt, C. H. Industrial differences in large corporation financing. Fed. Res. Bull., 
June, 1948. Pp. 11. 


Sotomon, E. Are formula plans what they seem to be? Jour. Bus. Univ. Chicago, Apr., 
1948. Pp. 6. 


Forecast of private and public investment in Canada, 1948. Lab. Gazette, May, 1948. Pp. 4. 
Recent developments in business finance. Fed. Res. Bull., June, 1948. Pp. 8. 


Public Control of Business; Public Administration; 
National Defense and War 


Clemens, E. W. The marginal revenue curve under price discrimination. Am. Econ. Rev., 
June, 1948. Pp. 3. 


Harcrave, T. J. A blueprint for industrial mobilization. Dun’s Rev., June, 1948. Pp. 3. 
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MeriAM, R. S. The question of controls. Harvard Bus. Rev., July, 1948. Pp. 14. 


Stauss, J. H. The Supreme Court and the architects of economic legislation. Jour. Po} 
Econ., Apr., 1948. Pp. 19. 


TroxeL, E. Demand elasticity and control of public «utility earnings. Am. Econ. Rey. 
June, 1948. Pp. 10. 


Worcester, D. A., Jr. Justifiable price “discrimination” under conditions of natyro! 
monopoly. Am. Econ, Rev., June, 1948. Pp. 6. 


Industrial Organization; Price and Production 
Policies; Business Methods 
Current and prospective plant and equipment expenditures. Survey Current Bus., Apr 
1948. Pp. 3. 


Industrial patterns of the business population. Survey Current Bus., May, 1948. Pp. ¢ 


Marketing; Domestic Trade 
ALpERSON, W. A formula for measuring productivity in distribution. Jour. Marketing 
Apr., 1948. Pp. 7. 
Brems, H. The interdependence of quality variations, selling effort and price. Quart. Jour 
Econ., May, 1948. Pp. 23. 
Criark, L. Marketing courses and marketing research. Jour. Marketing, Apr., 1948. Pp. 5 


Cox, R. The meaning and measurement of productivity in distribution. Jour. Marketing, 
Apr., 1948. Pp. 9. 


Hayes, S. P., Jr. Commercial surveys as an aid in the determination of public policy: 
a case study. Jour. Marketing, Apr., 1948. Pp. 8. 


Mining; Manufacturing; Construction 
Isarp, W. Some locational factors in the iron and steel industry since the early nineteenth 
century. Jour. Pol. Econ., June, 1948. Pp. 15. 
SamuE Ls, N. The European coal organization. For. Affairs, July, 1948. Pp. 9. 


Le probléme charbonnier européen. Etudes et Conjoncture, Econ. Mondiale, Nov., 194 
Pp. 40. 


Transportation; Communication; Public Utilities 
Atiais, M. Le probléme de la coordination des transports et la théorie économique. Rev 
d’Econ. Pol., Mar.-Apr., 1948. Pp. 60. 


Bunce, E. F., Jr. Public utility financing in the first quarter of 1948. Land Econ., Ma) 
1948. Pp. S. 


RAMANADHAM, V. V. Railways and industrial location, II. Indian Jour. Econ., Oct 
1947. Pp. 8. 


Waker, G. J. The Transport Act 1947. Econ. Jour., Mar., 1948. Pp. 20. 
Railroads in the postwar economy. Survey Current Bus., May, 1948. Pp. 8. 


Agriculture; Forestry; Fisheries 
Barton, G. T. and Cooper, M. R. Relation of agricultural production to inputs. Rev 
Econ. and Stat., May, 1948. Pp. 10. 
Baver, P. T. A review of the agricultural marketing schemes. Economica, May, 1°** 
Pp. 19. 
Brinser, A. and WHEELER, R. G. Farm planning as a basis for extending agricultural 
credit. Jour. Farm Econ., May, 1948. Pp. 16. 
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Fowxe, V. C. Royal commissions and Canadian agricultural policy. Canadian Jour. 
Econ. and Pol. Sci., May, 1948. Pp. 13. 


Freund, R. John Adams and Thomas Jefferson on the nature of landholding in America. 
Land Econ., May, 1948. Pp. 13. 


Heavy, E. O. Elementary models in farm production economics research. Jour. Farm 
Econ., May, 1948. Pp. 25. 


PenpLeTON, W. C. American sugar policy—1948 version. Jour. Farm Econ., May, 1948. 
Pp. 17. 
Economic Geography; Regional Planning; 
Urban Land; Housing 


HowenstiIne, E. J., Jr. Am inventory of public construction needs. Am. Econ. Rev., 
June, 1948. Pp. 14. 


Meapows, P. Housing the American family. Jour. Bus. Univ. Chicago, Apr., 1948. Pp. 12. 
Pease, R. H. Today’s real estate market. Harvard Bus. Rev., July, 1948. Pp. 13. 


Labor and Industrial Relations 


Baxkin, S. Labor’s attitude toward wage incentive plans. Indus. and Lab. Rel. Rev., 
July, 1948. Pp. 20. 


BernsTEIn, I. Recent legislative developments affecting mediation and arbitration. Indus. 
and Labor Rel. Rev., Apr., 1948. Pp. 15. 


Brown, R. A. Vested rights and the Portal-to-Portal Act. Michigan Law Rev., Apr., 


1948. Pp. 32. ' 
Cuatmers, W. E. The conciliation process. Indus. and Lab. Rel. Rev., Apr., 1948. Pp. 14. 


Core, M. British trade unions and the labour government. Indus. and Lab. Rel. Rev., 
July, 1948. Pp. 7. 


Davey, H. W. Hazards in labor arbitration. Indus. and Lab. Rel. Rev., Apr., 1948. Pp. 20. 


FiexNner, J. A. Arbitration of labor disputes in Great Britain. Indus. and Lab. Rel. Rev., 
Apr., 1948. Pp. 10. 


FoRCHHEIMER, K. Some international aspects of the strike movement. Bull. Oxford 
Univ. Inst. of Stat., Jan., 1948. Pp. 16. 


Giasser, C. Union wage policy in bituminous coal. Indus. and Lab. Rel. Rev., July, 
1948. Pp. 15. 


HEIMANN, E, On strikes and wages. Soc. Research, Mar., 1948. Pp. 17. 


Lesercott, S. Earnings of nonfarm employees in the U. S., 1890-1946. Jour. Am. Stat. 
Assoc., Mar., 1948. Pp. 20. 


Levy, B. H. Collective bargaining under the Taft-Hartley Act. Harvard Bus. Rev., July, 
1948. Pp. 12. 


NevMark, E. Vocational guidance in Sweden. Internat. Lab. Rev., May, 1948. Pp. 18. 


Pierson, F. C. The government of trade unions. Indus. and Lab. Rel. Rev., July, 1948. 
Pp. 16, 


SATTER, R. Principles of arbitration in wage rate disputes. Indus. and Lab. Rel. Rev., 
Apr., 1948. Pp. 23. 


Simons, G. Payroll flexibility through employee trusts. Harvard Bus. Rev., July, 1948. 
Pp. 13. 


SmitH, R. A. The Taft-Hartley Act and state jurisdiction over labor relations. Michigan 
Law Rev., Mar., 1948. Pp. 32. 
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Tart, P. Attempts to “radicalize” the labor movement. Indus. and Lab. Rel. Rev., July 
1948. Pp. 13. 


——. The constitutional power of the chief officer in American labor unions. Quart 
Jour. Econ., May, 1948. Pp. 13. 


Toner, J. L. The closed shop and the Taft Act. Jour. Pol. Econ., June, 1948. Pp. 5, 
Wacker, R. G. The misinformed employee. Harvard Bus. Rev., May, 1948. Pp. 15. 


Warren, E. L. The conciliation service: V-J Day to Taft-Hartley. Indus. and Lab. Re 
Rev., Apr., 1948. Pp. 12. 


Economic and labor conditions in Hawaii. Mo. Lab. Rev., May, 1948. Pp. 5. 
Labor relations in the U. S. zone of Germany. Mo. Lab. Rev., Apr., 1948. Pp. 8. 
Labor trends in Hawaii. Mo. Lab. Rev., June, 1948. Pp. 4. 

The manpower situation in 1947. Lab. Gazette, May, 1948. Pp. 14. 


Reconstruction et politique des salaires en Grande-Bretagne. Etudes et Conjoncture, Econ 
Mondiale, Nov., 1946. Pp. 8. 


Regional wage differentials: 1907-46. Mo. Lab. Rev., Apr., 1948. Pp. 7. 
Work stoppages during 1947. Mo. Lab. Rev., May, 1948. Pp. 9. 


Social Insurance; Relief; Pensions; Public Welfare 
Desre, R. Santé publique et sécurité sociale. Population, Oct.-Dec., 1947. Pp. 6. 


Niessen, A. M. Actuarial estimates for public sickness insurance plans. Jour. Am. Stat 
Assoc., Mar., 1948. Pp. 13. 


Consumption; Cooperation 


DAMERON, K. Consumer meeting agenda: a study in consumer interests. Jour. Bus. Uniy 
Chicago, Apr., 1948. Pp. 22. 


GirarpD, A. Les conditions d’existence des familles—les budgets familiaux en 1946. Popula- 
tion, Jan.-Mar., 1948. Pp. 36. 


Harrop, R. F. The fall in consumption. Bull. Oxford Univ. Inst. of Stat. Pp. 6. 


Seers, D. The increase in the working-class cost-of-living since before the war. Bull 
Oxford Univ. Inst. of Stat., May, 1948. Pp. 22. 


TuHompson, W. S., La population des Etats-Unis d’Amerique. Population, Jan.-Mar., 1948 
Pp. 12. 


Cooperatives in postwar Europe: Pt. 1, Western Europe; Pt. 2, Scandinavia and Finland 
Pt. 3, Central Europe; Pt. 4, Eastern Europe. Mo. Lab. Rev., Mar., Apr., May, June 
1948. Pp. 7, 6, 5, 4. 

Population; Migration; Vital Statistics 

Gasc, P. Chronique de démographie. Jour. de Soc. Stat. de Paris. Mar.-Apr., 1948. Pp 

Henry, L. and Vincent, P. Rythme maximum d’accroissement d’une population stabi 
Population, Oct.-Dec., 1947. Pp. 18. 


LaToucHE, R. Aspect démographique de la crise des grandes invasions. Population, Oct 
Dec., 1947. Pp. 10. 


LecarRPENTIER, G. Variation des dépenses publiques en fonction de la population. Popula- 
tion, Oct.-Dec., 1947. Pp. 22. 

Monaco, R. Aspetti internazionali del problema dell’emigrazione. Comunita Internazionale, 
July, 1946. Pp. 11. 
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NOTES 


The new Directory of the American Economic Association will be published in the 
autumn. It will be provided free to members of the Association. It will be supplied to 
subscribers, other than members of the Association, only when ordered in advance, 
prepaid. The price is $3.00. The supply will be limited by the number of orders received 
before publication. Copies should be ordered at once. 


SIXTY-FIRST ANNUAL MEETING OF THE AMERICAN 
ECONOMIC ASSOCIATION 


Hotel Cleveland, Cleveland, Ohio, December 27-30, 1948 
Preliminary Announcement of Program 


The program this year will not center on any one or two topics but will be concerned 
with a variety of subjects, some appealing to the general economist and others of interest 
to a narrower group of specialists. Advantage will be taken of the opportunity to hold a 
number of joint meetings with allied associations meeting in Cleveland at the same time. 
The very wealth of interests and achievements of the members of the Association makes 
it a difficult task to recognize more than samples of the research product of the current 
year and it has proved quite impossible to include a number of topics that in themselves 
are of the first order of interest and importance. Among the omitted topics are housing, 
public utilities, and most aspects of public finance. Moreover, a session of “contributed 
papers,” which was proposed at the last meeting of the Association, cannot be carried 
into effect. A group of members primarily interested in transportation and utility problems 
will, informally, hold two sessions of their own during the meetings, the topics, times and 
places of which will be announced in the Final Program. 

The opening meeting on Monday evening, December 27, will be a session on class conflict 
and democracy, scheduled at that time in order to make it possible for participating 
sociologists to join their own association in Chicago the next day. Another session may also 
be scheduled for that evening. At present, twenty-one sessions are scheduled, three for 
each morning and afternoon except Thursday afternoon when the final two sessions and 
a business meeting will bring the formal program to a close. 

The morning and afternoon of Monday, December 27, are reserved for the deliberation 
of the Executive Committee. The first meeting of the 1949 Executive Committee will be 
held Thursday evening, December 30. 

The time schedule of the program as it now stands is as follows: 


Monday, December 27 
1. MEETING OF THE EXECUTIVE COMMITTEE (10:00 A.M.) 


’. CLASS CONFLICT AND DEMOCRACY (8:00 P.M.) 
Chairman: To be announced 
Papers: Talcott Parsons, Harvard University 
David McCord Wright, University of Virginia 
Discussion: Participants to be announced 
Note: This session is to stand for a Centennial Commemoration of the Communist 
Manifesto, but specific titles of papers have not yet been formulated. 


Tuesday, December 28 


3, INTER-REGIONAL VARIATIONS IN ECONOMIC FLUCTUATIONS (Joint afternoon session 
with Econometric Society) 
Chairman; A. F. Burns, National Bureau of Economic Research 
Papers: Rutledge Vining, University of Virginia 
Philip Neff, Haynes Foundation 
Discussion: F, L. Kidner, University of California; W. Isard, Tufts College 
4. CURRENT RESEARCH IN BUSINESS CYCLES: Joint morning session with American Sta- 
tistical Association and Econometric Society 
Chairman: Bernard F. Haley, Stanford University 
Papers: Robert A. Gordon, University of California 
Tjalling Koopmans, University of Chicago 
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Discussion: James W. Angell, Columbia University 
Arthur F. Burns, National Bureau of Economic Research 
Gottfried Haberler, Harvard University 
Lloyd A. Metzler, University of Chicago 


. POSTWAR MONETARY AND CREDIT POLICIES: Joint morning session with American fj. 


nance Association 
Chairman: Ray M. Gidney, Federal Reserve Bank of Cleveland 
Papers: Frank D. Graham, Princeton University 
William E. Dunkman, University of Rochester 
Charles C. Abbott, Harvard University 
Discussion: Raymond J. Saulnier, National Bureau of Economic Research 
John H. Wills, Northern Trust Company 


. LUNCHEON SESSION: THE MANAGEMENT OF THE PUBLIC DEBT: Joint session wit) 


American Finance Association 
Chairman: Joseph A. Schumpeter, Harvard University 
Speaker: Winthrop W. Aldrich, Chase National Bank 


. ECONOMIC CONSEQUENCE OF RECENT ANTI-TRUST POLIctEs (Afternoon session) 


Chairman: Edward S. Mason, Harvard University 

Papers: Morris A. Adelman, Massachusetts Institute of Technology 
William H. Nicholls, Vanderbilt University 
Alfred Nicols, University of California 

Discussion: To be announced 


. RESEARCH (Afternoon session) 


Chairman: Simeon E. Leland, Northwestern University 
Papers: Howard S. Ellis, University of California 
Donald H. Wallace, Princeton University 
Others to be announced 
Discussion: Charles O. Hardy, Joint Congressional Committee on the Economic 
Report 
Joseph J. Spengler, Duke University 


. THE THEORY AND MEASUREMENT OF PRICE EXPECTATIONS: Joint afternoon session with 


American Farm Economic Association 
Chairman: To be announced 
Papers: Holbrook Working, Food Research Institute 
Theodore W. Schultz, University of Chicago 
Discussion: Kenneth E. Boulding, Iowa State College 
Others to be announced 
PRESIDENTIAL ADDRESS: Smoker afterwards (8:00 P.M.) 
Chairman: Paul H. Douglas, University of Chicago 


Wednesday, December 29 


_ COLLECTIVE BARGAINING, WAGES AND PRICES: Joint morning session with Industrial 


Relations Research Association 
Chairman: Paul H. Douglas, University of Chicago 
Papers: Edward S, Mason, Harvard University 
Lloyd G. Reynolds, Management Labor Center 
Discussion: Wladimir S. Woytinsky, Twentieth Century Fund 
Eugene Forsey, Canadian Congress of Labour 
John T. Dunlop, Harvard University 


. STATE OF THE INFLATIONARY PROCESS (Morning session) 


Chairman: To be announced 
Papers: Seymour E. Harris, Harvard University 

Charles O. Hardy, Joint Committee on the Economic Report 
Discussion: Abba P. Lerner, Roosevelt College 

Fritz Machlup, Johns Hopkins University 

Harold M. Somers, University of Buffalo 

Henry H. Villard, Hofstra College 
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\ppLICATION OF INPUT-OUTPUT AND RELATED TECHNIQUES TO PLANNING FOR WAR AND 
HIGH LEVEL PEACETIME EMPLOYMENT: Joint morning session with American Statis- 
tical Association 

Chairman: To be announced 
an Fi- Papers: Wassily W. Leontief, Harvard University 
Glenn E. McLaughlin, Washington, D.C. 
Milton Gilbert, Bureau of Foreign and Domestic Commerce 
Discussion: M. Hoffenberg, U.S. Department of Labor 
4 COMMODITY MARKETING—GOING WHERE?: Joint afternoon session with American 
Marketing Association 
Chairman: John D. Black, Harvard University 
Papers: John K. Galbraith, Fortune Magazine 
A. Cahan, Dun and Bradstreet, Inc. 
A. A. Hood, Vance Publishing Co., Chicago 
Walter F. Crowder, McGraw-Hill Publishing Co. 


Reavis Cox, University of Pennsylvania 
Discussion: To be announced 


With 


LIQUIDITY AND UNCERTAINTY (Morning session) 
Chairman: Paul A. Samuelson, Massachusetts Institute of Technology 
Papers: Jakob Marschak, University of Chicago 


Albert G. Hart, Columbia University 
Discussion: To be announced 


16, PROBLEMS OF THE ITO (Afternoon session) 
Chairman: Clair Wilcox, Swarthmore College 
Papers: Margaret S. Gordon, Berkeley, California 


J. Herbert Furth, Board of Governors of the Federal Reserve System 
nomic 


Joseph E. Loftus, School of Advanced International Studies, Washington, D.C. 
Discussion: James S. Earley, University of Wisconsin 


Wolfgang F. Stolper, Swarthmore College 


JOHN STUART MILL CENTENARY (Evening session) 
Chairman: To be announced 


Speakers: Jacob Viner, Princeton University 
Vincent W. Bladen, University of Toronto 


| with 


Thursday, December 30 
8, COMING READJUSTMENTS IN AGRICULTURE: Joint morning session with American Farm 
Economic Association 
Chairman: Howard R. Tolley, Food and Agriculture Organization 
Papers: John D. Black, Harvard University 


D. A. Fitzgerald, Economic Cooperation Administration 
Discussion: T. W. Schultz, University of Chicago 
strial T. O. Yntema, University of Chicago 


COLLECTIVE BARGAINING AND MANAGEMENT RIGHTS: Joint morning session with In- 
dustrial Relations Research Association 
Chairman: Sumner H. Slichter, Harvard University 


Papers: Douglass V. Brown, Massachusetts Institute of Technology 
C. C. Brown, St. Louis 

Discussion: Charles Wiedeman, Grand Lodge Representative of International Asso- 
ciation of Machinists 


Carroll French, National Association of Manufacturers 
Freeman Suagee, University of Wisconsin 
20. PROBLEMS OF ENTREPRENEURSHIP: Joint morning session with Economic History 
Association 
Chairman: Arthur H. Cole, Harvard University 


Papers: G. Heberton Evans, Jr., Johns Hopkins University 
J. H. V. Easterbrook, University of Toronto 
Discussion: To be announced 
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21, THE ECONOMICS OF PREPAREDNESS (Afternoon session) 
Chairman: To be announced 
Papers: Arthur Smithies, Bureau of the Budget 
Abram Bergson, Columbia University 
Discussion: To be announced 


22. PRESENT ISSUES OF THE LATIN-AMERICAN ECONOMY (Afternoon session) Fre 
Chairman: Richard F. Behrendt, Colgate University Fri 
Papers: To be announced Fri 
Discussion: To be announced Ga! 

The following persons have recently become members of the AMERICAN Econoane Go 


ASSOCIATION : 


Adams, W. W., 826 South Park, Saginaw, Mich. Go 


Albers, H. H., Yale University, 213 Sheffield Hall, New Haven, Conn. Gr 
Albery, M., 9765 North Martindale Ave., Detroit 4, Mich. 

Anderson, J. R., 532 West 111th St., Apt. 87, New York 25, N.Y. Ha 
Anderson, J. E., 2329 North 4th St., Albuquerque, N.M. Ha 
Andrew, C. F., 2300 First National Bldg., Oklahoma City 2, Okla. Ha 
Asch, Miss M. B., 4607 Connecticut Ave., N.W., Washington 8, D.C. Ha 
Aspis, D., 2162 Valentine Ave., Bronx, New York 57, N.Y. Ha 
Aylstock, E. J., South-Western Pub. Co., 634 Broadway, Cincinnati, Ohio 


Baumann, R. G., 126 Crocus Ave., Floral Park, L.I., N.Y. He 

Belcher, A., 1416 Kearny St., N.E., Washington 17, D.C. 

Bella, S. J., Dept. of Business, Alfred University, Alfred, N.Y. 

Beno, J., International Monetary Fund, Washington 6, D.C. 

Blackman, H. N., 4400 North Pershing Drive, Arlington, Va. 

Bookbinder, H. H., 1224 East 8th St., Brooklyn 30, N.Y. 

Bourne, R. D., 118 East Vine St., Oxford, Ohio 

Bradford, G., 174 Hicks St., Brooklyn 2, N.Y. 

Brown, O. D., 322B North Palm Drive, Beverly Hills, Calif. 

Calkins, R. N., Route 2, Box 209, Albuquerque, N.M. 

Carnes, H. B., College of Commerce, Tulane University, New Orleans 15, La. 

Carsel, W., 4100 Russell Road, Mt. Rainier, Md. 

Cave, Miss E. W., 6215 Fifth Ave., Pittsburgh 6, Pa. 
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Oxford Economic Papers, which has been a serial publication in the past, will be 
published in the future as a periodical and will appear twice a year. The journal will 
consist, in the main, of articles by Oxford authors, but the editors will also be glad 
to consider contributions from elsewhere. The annual subscription will be one guinea 
(21 shillings), post free, and the cost of a single copy 12/6 net. Subscriptions should be 
sent to Geoffrey Cumberlege, Oxford University Press, Amen House, Warwick Square, 
London E Cc. 4. 


The National Tax Journal, a new quarterly devoted to public finance is now being 
published by the National Tax Association. The quarterly, the first issue of which is 
dated March, 1948, replaces the Bulletin of the National Tax Association which had 
appeared nine times a year since 1916. The Journal will contain articles, notes, and book 
reviews on phases of public finance. Manuscripts should be sent to the editor, Pro- 
fessor Roy Blough, of the University of Chicago, at 1126 East 59th Street, Chicago 37, 
llinois. Subscriptions, which are $3.75 a year, should be sent to the National Tax 
Association, P.O. Box 1799, Sacramento 8, California. 


Fay W. Clower died on April 29, 1948. 
Hartley W. Cross died on April 8, 1948. 
Merlin H. Hunter, of the University of Illinois, died May 31, 1948. 


Appointments and Resignations 


Moses Abramovitz, formerly of the National Bureau of Economic Research, has been 
appointed acting professor of economics at Stanford University. 

Edward C. Acheson, of George Washington University, was visiting professor of eco- 
homics at the University of Hawaii during the summer. 

| George P. Adams, Jr., associate professor of economics at Cornell University, taught 
in the first summer session of the University of California, Berkeley. 

Richard M. Alt has been appointed associate professor of marketing in the School 
t Business at Johns Hopkins University. 
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Hans Apel has resigned from the department of economics of Boston University. 

Robert L. Aronson has been appointed research assistant in the Industrial Relations 
Section of the department of economics and social institutions of Princeton Universit, 

Wilmer Baer has been promoted from instructor to assistant professor of busines 
administration at the State College of Washington. 

Elizabeth F. Baker has been promoted from associate professor to professor of erp. 
nomics at Barnard College. 

Paul A. Baran served as a member of the staff of the department of economic 
Stanford University, in the summer quarter. 

Jack N. Behrman, on leave of absence from Davidson College, is assistant in instry 
tion in economics at Princeton University. 

Harry P. Bell, professor of economics at Dartmouth College, will be on sabbatica) 
leave the first semester of the academic year 1948-49, 

Philip W. Bell is an assistant in instruction in economics at Princeton University. 

Raymond R. Beneke has been appointed assistant professor of agricultural economics 
at Iowa State College. 

Wilbur T. Billington has resigned as part-time instructor in economics at Brown 
University. 

Henry S. Bloch is serving as deputy principal secretary of the Security Council India- 
Pakistan Commission on leave of absence from his permanent post as chief of the 
Armaments and Enforcement Measures section, Department of Security Council Affairs 
United Nations. 

Lawrence L. Boger has been appointed instructor in economics at Michigan State 
College. 

Theodore H. Boggs has been reappointed acting professor of economics for the academic 
year 1948-49 at the University of Washington. 

Sidney Borden is an instructor in economics at Wayne University. 

Robert A. Brady, on sabbatical leave from the University of California, Berkeley 
until February, 1949, is engaged in research study in England. 

Jesse V. Burkhead, of Lehigh University, has accepted an appointment as assistant 
professor of economics in the Maxwell School of Citizenship and Public Affairs of 
Syracuse University. 

Rita Campbell has been appointed assistant professor of economics at Tufts College 
for the coming academic year. 

Thomas C. Campbell, Jr., has resigned from the staff of the School of Business Ad 
ministration of the University of Pittsburgh to accept a position as assistant professor oi 
economics and business administration at the University of West Virginia. 

Arthur M. Cannon has been appointed associate professor in the College of Business 
Administration, University of Washington. 

Reynold Carlson has resigned as assistant professor of economics at Johns Hopkin 
University to become associate professor of economics at Vanderbilt University. 

C. C. Carpenter has been appointed dean of the College of Commerce of the Uni 
versity of Kentucky. 

Edward H. Chamberlin, of Harvard University, taught in the second summer sessio! 
at the University of California, Berkeley. 

Jesse C. Clamp is an instructor in economics at Duke University. 

Denzel C. Cline has been promoted to professor of economics at Michigan State 
College. 

Ansley J. Coale is on leave of absence from Princeton University to engage !0 ® 
study under a special fellowship award of the Joint Fellowship Board of the Soca 
Science Research Council and the National Research Council. 
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Jay D. Cook, Jr., is an instructor in economics at Denison University. 

James F. Coogan has been appointed assistant professor of economics at George Wash- 
ington University. 

Arthur L. Cunkle has accepted an appointment as assistant professor of economics 
+ the University of Florida. 

Kenneth J. Curran is on sabbatical leave of absence from Princeton University in the 
frst term of the current academic year. 

Richard M. Cyert has joined the staff of Carnegie Institute of Technology as in- 
structor in economics. 

Clyde E. Dankert has resumed his work as professor of economics at Dartmouth College 
after a semester’s leave of absence. 

Harold W. Davey has been appointed associate professor of labor economics at Iowa 
State College. 

Ralph C. Davis, of Ohio State University College of Commerce and Administration, 
taught in the 1948 summer session of Columbia Univesrity. 

Arthur T. Dietz has been appointed instructor in economics at Princeton University. 

Dudley Dillard, of the University of Maryland, has been appointed visiting associate 
professor of economics in Columbia College for the academic year 1948-49. 

Evsey D. Domar will join the Johns Hopkins University faculty as associate professor 
f political economy in October. 

Joseph Dorfman has been promoted from associate professor to professor of eco- 
nomics at Columbia University. 

Lawrence Dowd was a lecturer in the summer session of the College of Economics 
and Business of the University of Washington. 

Avon M. Dreyer is an instructor in economics in the School of Business of the 
University of South Dakota. 

Joseph G. Dubuque taught in the summer session at George Washington University. 

John F. Due, of the University of Utah, taught in the first summer session at the 
University of California, Berkeley. 

Julian Duncan, research economist for the Interstate Commerce Commission, has 
accepted the position of chairman of the department and professor of economics at the 
University of New Mexico. 

John T. Dunlop, of Harvard University, taught in the second summer session at the 
University of California, Berkeley. 

Howard S. Dye, of Cornell University, has joined the staff of the department of 
economics of the University of Texas as assistant professor of economics. 

Clara Eliot has been promoted to assistant professor of economics in Barnard College, 
Columbia University. 

Howard S. Ellis, of the University of California, taught in the summer session at 
Claremont Graduate School, Claremont, California. 

C. W. Emory has been appointed instructor in economics at the University of Florida. 

William C. Emory, formerly of Ohio State University, is now an instructor in 
marketing at the University of Florida. 

Evan I. Farber is an instructor in the department of economics, University of 
Massachusetts. 

Rendigs Fels has been appointed assistant professor of economics at Vanderbilt 
University. 

George Fisk has accepted an appointment as assistant professor of business administra- 
tion at State College of Washington. 


Lawrence E. Fouraker has been appointed instructor in economics at the University 
of Wyoming. 
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Robert L. Fowlkes has been appointed instructor in economics at the University 9; 
Florida. 

Arthur M. Freedman, of Brown University, has been appointed assistant professo; 
of economics at Bates College. 

Alexander Gerschenkron has resigned as chief of the Foreign Areas section in th, 
Division of Research and Statistics of the Board of Governors of the Federal Resery 
System to accept an appointment as associate professor of economics at Harvard Upj. 
versity. 

Charles E. Gilliland, Jr., of Washington University, has been appointed associate pro- 
fessor of economics at Missouri Valley College. 

J. Benton Gillingham, assistant professor of labor economics in the College of Busines 
Administration, now is also assistant director in the Institute of Labor Economics of the 
University of Washington. 

Rudyard B. Goode, of the University of Virginia, has been appointed assistant pro. 
fessor of economics at Birmingham-Southern College. 

Everett W. Goodhue, professor emeritus of economics at Dartmouth College as of 
June, 1948, has been granted a sabbatical leave of absence. 

Carter Goodrich, of Columbia University, has been made chairman of the Preparatory 
Committee of the United Nations Scientific Conference on Conservation and Utilization 
of Resources. 

Wytze Gorter, of the University of California at Los Angeles, taught in the second 
summer session at the University of California, Berkeley. 

Leo Grebler, formerly director of the Housing Finance Division of the National 
Housing Agency, has been appointed research professor at the Institute for Urban Land 
Use and Housing Studies of Columbia University. 

Ewald T. Grether, of the University of California, Berkeley, has been elected president 
of the American Collegiate Schools of Business, 1948-49. 

Harold E. Griffin is an instructor in business administration in the University oi 
Massachusetts. 

John G. Gurley has been appointed acting instructor in economics at Stanford Uni- 
versity. 

Louis M. Hacker, professor of economics at Columbia College, is on leave in the 
current academic year to be Harmsworth professor of American history at Oxford 
University, England. 

Paul Haensel, professor emeritus of Northwestern University, has retired after teaching 
at Mary Washington College of the University of Virginia in the past five years. 

Don J. Hager has been appointed instructor in sociology in the department of eco- 
nomics and social institutions at Princeton University. 

Douglas R. Haines has resigned as instructor in economics at State College of Wash- 
ington. 

Franklin P. Hall, of Clark University, has been appointed professor of economics # 
Connecticut College. 

Clifford M. Hardin, professor of economics, has been appointed assistant director 0! 
the Agricultural Experiment Station at Michigan State College. 

Harold E. Hardy is professor of business administration at the University 0 
Massachusetts. 

H. W. Hargreaves has been appointed professor of economics in the College of Com- 
merce of the University of Kentucky. 

Seymour Harris served as a member of the staff of the department of economics 
Stanford University, in the summer quarter of 1948. 

C. Lowell Harriss, who has been awarded the Schuyler Fiske Seager fellowship mn 
economics at Columbia University, will be on leave of absence from Columbia College 
during the current academic year. 
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William W. Haynes has been appointed assistant professor of economics in the 
College of Commerce of the University of Kentucky. 

K. F. M. Helleiner has been promoted to assistant professor of political economy at 
the University of Toronto. 

Oleg Hoeffding has been promoted from lecturer to assistant professor in the de- 
partment of economics of Columbia College. 

Stanley E. Howard has resigned from the chairmanship of the department of eco- 
nomics and social institutions of Princeton University. 

Rate A. Howell has accepted an appointment as instructor in business administration 
at the State College of Washington. 

Richard Huber, of the University of Washington, taught in the second summer session 
of the University of California, Berkeley. 

Emily H. Huntington, of the University of California, Berkeley, served as a delegate 
to a meeting of the International Union of Family Organizations in Geneva, Switzerland, 
in July. 

Simeon Hutner is now assistant professor of economics at Kenyon College. 

Walter Isard has been appointed assistant professor of economics at Tufts College. 

Keith W. Johnson, of the University of New Mexico, has been appointed industrial 
economist in the research department of the Federal Reserve Bank of Dallas. 

Lewis K. Johnson has been promoted to professor of commerce at Washington and 
Lee University. 

Myron L. Joseph is an instructor in economics at Carnegie Institute of Technology. 

Carl W. Kaiser has been appointed associate professor of economics at Denison Uni- 
versity. 

Milan R. Karas, formerly of Ohio State University, is assistant professor of marketing 
at the University of Cincinnati. 

David M. Kerley, formerly of the St. Helena Division of the College of William and 
Mary, has been appointed acting assistant professor of statistics at the University of 
Virginia. 

Peyton A. Kerr has resigned from George Washington University to accept a position 
with the Department of State. 

Robert C. Kramer has been appointed instructor in economics at Michigan State 
College. 

Clifton H. Kreps, of Denison University, taught in the summer session at Duke 
University. 

E. Douglas Kuhns, of Syracuse University, has been appointed instructor in eco- 
nomics at Colgate University. 

Robert L. Lambert has accepted an appointment as instructor in business administra- 
tion at the State College of Washington. 

Joseph T. Lambie has been appointed assistant professor in the department of economics 
at Wellesley College. 

David T. Lapkin, of the College of William and Mary, has joined the faculty of the 
State College of Washington as assistant professor of economics. 

Richard A. Lester has been promoted to full professorial rank and has been appointed 
chairman of the department of economics and social institutions of Princeton University. 

Homer C. Lewis has been appointed associate professor of commerce in the College 
of Commerce of the University of Kentucky. 

Clarence D. Long has been given a temporary leave of absence from the Johns 
Hopkins University to become a member of a committee organized by the National 
Bureau of Economic Research to survey the statistical services of the government. 
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William F. E. Long, of North Carolina State College, was visiting instructor in eco. 
nomics in the summer session at George Washington University. 


Friedrich A. Lutz, on sabbatical leave of absence from Princeton University for the 
current academic year, will spend the period of his leave abroad studying European 
currency problems. 

Fritz Machlup has been appointed Abram G. Hutzler professor of political economy 
at the Johns Hopkins University. 

W. V. Malach, of the London School of Economics, has been appointed lecturer jp 
economics at Queen’s University, Kingston, Ontario, for the 1948-49 session. 

Jesse W. Markham has been appointed assistant professor of economics at Vanderbi: 
University. 

Yves R. Maroni has been promoted to the rank of assistant professor of economic: 
at Brown University. 

Daniel Marx, Jr., has been promoted to professor of economics at Dartmouth Colles; 

Will E. Mason has been appointed lecturer in economics at the University of Buffalo 


John T. Masten has been appointed associate professor of economics in the College 
of Commerce of the University of Kentucky. 


H. H. Maynard, of Ohio State University, taught in the 1948 summer school session of 
Stanford University. 

Harry E. McAllister has returned to the State College of Washington after a year's 
graduate study at the University of Colorado. 

Donald H. McClelland has been appointed assistant professor of economics in Princeton 
University. 

Roland N. McKean has been appointed assistant professor of economics at Vanderbilt 
University. 

Lionel W. McKenzie, Jr., is assistant professor of economics at Duke University. 


Lloyd A. Metzler was a member of the department of economics at Stanford Uni 
versity in the spring quarter of 1948. 


Frederic Meyers, formerly with the Labor Bureau of the Middle West, has joined 
the staff of the department of economics of the University of Texas as an assistant 
professor. 


Charles J. Miller has been granted part-time leave from the College of Economics 
and Business, University of Washington, for research study. 

Edwin T. Miller, for many years in charge of the fields of public finance and mone; 
and banking in the department of economics of the University of Texas, upon reaching 
retirement age, has gone on a part-time teaching basis. 

Henry S. Miller has been promoted from assistant professor to associate professor 
of economics at Queens College. 

Frederick C. Mills, of Columbia University, was on leave during the spring session 
He is making a study on behalf of the National Bureau of Economic Research for the 
Commission on Organization of the executive branch of the government. 

James Milne has been appointed assistant in instruction in economics at Princeton 
University. 

Wesley C. Mitchell, professor emeritus of economics at Columbia University, has been 
awarded the degree of Doctor of Humane Letters by the Graduate Faculty 0! 
Political and Social Sciences of the New School for Social Research. 

Carey P. Modlin, Jr., has been appointed instructor in economics in Princeton Uni- 
versity. 

V. E. Montgomery has been promoted from instructor to assistant professor of sta 
tistics in the School of Business, University of South Dakota. 
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Wilbert E. Moore has been advanced from assistant professor to associate professor 
logy in the department of economics and social institutions of Princeton Uni- 


yf Sociol 


versity 
L. T. Morgan has been granted leave of absence for the 1948-49 session of the 
University of Toronto. 
Bruce R. Morris has been appointed associate professor of economics at the Uni- 
of Massachusetts. 
Leonard E. Morrissey, Jr., has been appointed instructor in economics at Dartmouth 


College 

Thomas J. Murray, instructor in economics at Dartmouth College, has been granted 
, fellowship at Princeton University. 

William H. Nicholls, formerly of the University of Chicago, joins the faculty of 
Vanderbilt University this fall as professor of economics, in charge of teaching and 
research in the field of agricultural economics. 

Frank W. Notestein, of the Office of Population Research of Princeton University, 
attended sessions of the Economic and Social Council of the United Nations held in 
Geneva last summer. In the fall he will go to the Far East as a member of a mission 
sponsored by the International Health Division and the Social Science Division of the 
Rockefeller Foundation. 

Norman Pauling has resigned as instructor in economics at Vanderbilt University 
to resume graduate study. 

William R. Peterson has resigned as instructor in economics at Denison University 
to resume the study of law. 

Montgomery E. Pike is retiring as professor of business law at Ohio State University. 

J. W. Polk has resigned from Denison University to accept a position as assistant 
professor of economics at Albion College. 

Kenyon E. Poole, of Brown University, has accepted an appointment as professor of 
economics at Northwestern University. 

Leonard A. Poth has been advanced from instructor in accounting to research assistant 
n business research in the School of Business at the University of South Dakota. 

LeRoy L. Qualls has been appointed assistant professor of economics at the Uni- 
versity of Florida. 

Kenneth Rasche has been appointed assistant professor of business law at the 
University of South Dakota. 

E. G. Rasmussen, associate professor of business administration at Vanderbilt Uni- 
versity, has been granted a leave of absence for a year to accept a General Education 
Board fellowship for study at the Harvard School of Business Administration. 

Melvin Reder served as a member of the staff of the department of economics of 
Stanford University in the summer quarter. 

Lloyd P. Rice is on sabbatical leave from Dartmouth College in the current semester. 

Roderick H. Riley, formerly director of research, Office of Price Administration, and 
recently of the National Planning Association staff, has been appointed special assistant, 
Office of the Secretary, Department of Commerce. 

Dwight E. Robinson, formerly of New York University, has been appointed acting 
assistant professor of economics at Stanford University. 

Frank J. Robinson taught in the 1948 summer session of Washington University. 

Sidney E. Rolfe has been appointed instructor in economics at Princeton University. 

Simon Rottenberg has been appointed acting director of the Social Science Research 
Center, University of Puerto Rico. 


\irgil Salera has been appointed associate professor of economics at Iowa State College. 


Anthony Sancetta, of Western Reserve University, has been appointed assistant pro- 
lessor of economics at the College of William and Mary. 
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Raymond J. Saulnier has resumed teaching at Barnard College after a year’s leave of 
absence to serve as a director of research at the National Bureau of Economic Research. 

Harry Schwartz has been promoted from assistant professor to associate professor 
of economics at Syracuse University. 

Tibor Scitovszky has been promoted to professor of economics at Stanford University. 

Clarence Senior has resigned as director of the Social Science Research Center, Upj- 
versity of Puerto Rico, to become associate director of the Puerto Rican Migration 
Study at the Bureau of Applied Social Research, Columbia University. 

Oscar N. Serbein, Jr., of Columbia University, taught in the summer session at the 
University of California, Berkeley. 

Robert G. Seymour, assistant director of the Bureau of Business Research, Uni- 
versity of Washington, has been appointed to the faculty of the University of Chicago, 

Charles S. Sheldon, II, of the University of Washington, is going to Japan to do 
research on a proposed study of the Japanese economy. 

L. T. Smythe, of South Dakota State College, taught in the summer session, Schoo! 
of Business, University of South Dakota. 

Delbert A. Snider is on leave of absence from Miami University, Ohio, for the current 
academic year to serve as United States member on the Greek Currency Committee. 

Harold W. Snider has been appointed to the faculty of the College of Puget Sound. 

Eldred C. Speck has been appointed assistant professor of commerce in the College 
of Commerce of the University of Kentucky. 

William J. Stanton, Jr., has been appointed assistant professor of marketing at the 
University of Washington. 

Robert W. Stevens has been appointed instructor in economics at the University of 
Michigan. 

George J. Stolnitz has been appointed research assistant in the Office of Population 
Research of Princeton University. 

Irene B. Taeuber, of the Office of Population Research, Princeton University, is going 
to the Far East as a member of a mission sponsored by the International Health Division 
and the Social Science Division of the Rockefeller Foundation. 

Lorie Tarshis has been promoted to the rank of associate professor of economics at 
Stanford University. 

Horace Taylor was in Germany on assignment of the War Department while he was 
on leave from Columbia College in the spring session. 

Weldon J. Taylor, of Brigham Young University, taught in the summer session of the 
School of Business at the University of South Dakota. 

William B. Taylor, of the University of Wisconsin, has joined the staff of Claremont 
Men’s College as professor of business economics. 

Lyell J. Thomas, of the University of Virginia, has accepted an appointment 4: 
assistant professor of economics at Juanita College. 

Arthur P. Thompson has been appointed assistant in instruction in economics it 
Princeton University. 

James H. Thompson, of the University of Pittsburgh, has accepted a position % 
assistant professor of economics and business administration at the University of Wes! 
Virginia. 

R. D. Tousley has been promoted from associate professor to professor of busines 
administration at State College of Washington. 

M. C. Urquhart, of Queen’s University, Canada, has been granted a year’s leave 0 
absence to accept an appointment as University of Chicago fellow in political economy 

Paul M. Vail has been promoted from assistant professor to associate professor 0! 
economics at Miami University. 


ave of 
rch. 
fessor 
ersity, 
» Uni- 
ration 
at the 
Uni- 
cago 
to do 
Schoo! 
urrent 
ee, 


ind. 


“ollege 
at the 
ity of 
lation 


going 
vision 


ics at 
was 
of the 


>mont 


NOTES 749 


Frank R. Varon, of Brooklyn College, has joined the staff of the department of eco- 
nomics of the University of Texas as assistant professor of economics. 

William S. Vickrey has been promoted from lecturer to assistant professor in the 
department of economics of Columbia University. 

Rutledge Vining, professor of economics and statistics at the University of Virginia, 
has been granted leave of absence this year to accept an appointment as research 
associate with the National Bureau of Economic Research. 

Arthur A. Volk has been appointed instructor in accounting in the School of Business 
of the University of South Dakota. 

Otto von Mering has been appointed professor of economics at Tufts College. 

Donald Voss has been appointed assistant in instruction in economics at Princeton 
University. 

D. S. Watson has been promoted from associate professor to professor of economics 
at George Washington University. 

William H. Wesson has been appointed acting head of the department of economics and 
commerce, University of Chattanooga. 

Edward Wiest became dean emeritus of the University of Kentucky in July, after 

¢ been associated with the university since 1918. 


University of Texas. 

Kenneth Wilson has been appointed assistant professor in marketing and accounting 
t Iowa State College. 

Howard W. Wissner, of the University of Pittsburgh, has accepted an appointment as 
associate professor of economics at Alabama Polytechnic Institute. 

Herbert C. Wittgenstein has resigned as instructor in economics at the University of 
Wyoming. 

John A. Wolfard has been promoted from assistant professor to associate professor 
f economics at Montana State University. 

Leo Wolman, of Columbia University, was awarded an honorary degree of Doctor 
of Laws from the Johns Hopkins University in June, 1948. 

Roy Wood, of the University of Virginia, has been appointed instructor in eco- 
nomics at Clemson College. 

Barbara Wooton, visiting professor of economics from Bedford College, London 
School of Economics, has returned to London after a semester of teaching in Barnard 
College, Columbia University. 

George W. Zinke, of the University of Colorado, taught in the summer session at the 
University of California, Berkeley. 


= Elgin Williams, of the University of Washington, taught in the summer session of the 
nt as 
cs i 
m & 
Wet 
ve 
omy 
or 


FORTY-FIFTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, by 
not regularly bound in the publications. A notation as to the earlier lists, extending from 
1905 to 1927, may be found in the Review for September, 1927, page 574. Annual lis: 
thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date given 
is the probable date of completion. In cases where the publishers of completed dissertations 
were given, this information has been reported. 

The list represents the status of the several theses on June 15, 1948, except for a few 
items later reported as completed or publishd. 


Economic Theory; General Works 


Degrees Conferred 


James S. DuesensBerry, Ph.D., Michigan, 1948. The consumption function, a study o/ 
relations between income and consumer expenditure. (Microfilmed, University of Michi 
gan.) 

Yrnc Hsin, Ph.D., Michigan, 1947. Theory of industrial development in economically 
undeveloped countries. (Microfilmed, University of Michigan.) 

MoTHER JEANNETTE KiMBALL, R.S.C.J., Ph.D., Catholic, 1948. The economic doctrines of 
John Gray (1799-1850). Published by the Catholic University of America Press.) 
Currron H. Kreps, Jr., Ph.D., Duke, 1948. The divisibility and employment of capital 
within the firm and the short-run production and cost functions: a study of economic 

assumptions. 

ArtHurR E. Mace, Jr., Ph.D., Chicago, 1947. Wage differentials in economic theory: a 
history of doctrine. 

Louis M. O’Quinn, Ph.D., Texas, 1948. An historical analysis of the supposed gulf between 
positive and normative concepts in economics. 

Don Patinkin, Ph.D., Chicago, 1947. On the consistency of economic models: a theory 
of involuntary unemployment. 

Wim J. J. SmitH, Ph.D., Duke, 1948. The theoretical work of Thorstein Veblen. 


Theses in Preparation 


KATHARINE A. Beyer, B.A., Vassar, 1944. The economics of multiple products. 1950 
Columbia. 

Lestre E. Carpert, B.A., British Columbia, 1946; M.A., Columbia, 1947. Studies in the 
theory of consumption and expenditures. 1950. Columbia. 

Harotp S. Diamonp, B.S., College of City of New York, 1937; M.A., Columbia, 1959 
Studies in innovation theory. 1949. Columbia. 

Mona E. Drncte, B.A., Missouri, 1943. The structure of interest rates: an analysis o! 
institutional influences. 1949. 

Barnett S. Esy, B.A., Southern California, 1927; Th.B., Princeton Theological, 1935 
M.A., Princeton, 1942. Economics and the concept of justice. 1949. Princeton. 

Cornetius A. Exter, S.J., B.A., Woodstock, 1936; M.A., Georgetown, 1940; S.T.L., Woot- 
stock, 1944. An analysis of the writings of John A. Hobson. 1949. St. Louis. 

Ropert Ferner, B.S., College of City of New York, 1942; M.A., Chicago, 1945. The theon 
and measurement of consumption. 1950. Chicago. 

ArTHUR FREEDMAN, B.A., Toledo, 1938; M.A., Cincinnati, 1939. Current issues in the 
theory of interest. 1949. Pennsylvania. 
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DanieL R. Fusrevp, B.A., George Washington, 1942; M.A., Columbia, 1947. The economic 
thought of Franklin D. Roosevelt. 1950. Columbia. 

Howarp C. Gary, B.A., Brooklyn, 1942; M.A., Wisconsin, 1947. Keynesian and mercantilist 
theories compared, with special emphasis on the theory of international trade. 1950. 
Wisconsin. 

James B. Gres, B.B.A., Texas, 1936; M.A., 1937. Influence of wage costs upon rates of 

” technological progress. 1949. Columbia. 

Donato F. Gorpon, B.A., Saskatchewan, 1944; M.A., Toronto, 1946. The pure theory of 
employment and distribution. 1949. Cornell. 

Howarp H. GREENBAUM, B.S., Columbia, 1939; M.S., 1945. Fund analysis of transactions 
in economic research. 1949. Columbia. 

Incrip E. HAHNE, B.A., Hunter, 1945. Joint cost. 1949. Pennsylvania. 

Donato J. Hart, B.A., Lake Forest, 1938; M.A., Wisconsin, 1941. A reappraisal of the 
sources of surplus profits. 1949. Wisconsin. 

W. Seavey Joyce, S.J., B.A., Boston, 1937; M.A., Georgetown, 1940; M.A., Harvard, 1947. 
Economics of Luis Molina: a study in the development of 16th century economic theory. 
1949. Harvard. 

Ramona M. Kuntze, B.A., Stanford, 1943; M.A., Wisconsin, 1945. Indifference curves 
and marginal utility. 1950. Wisconsin. 

L. Joxn KutisH, B.S., Iowa State, 1943. Proportionality in the theory of the firm. 1950. 
Wisconsin. 

Morris MENDELSON, B.A., Queen’s, 1946. The consumption function—a reexamination. 
1949. Cornell. 

ArperT R. MILLER, Jr., B.A., George Washington, 1940; M.A., 1941; M.A., Harvard, 1946. 
A critique of Say’s law of markets. 1948. Harvard. 

Austin S. Murpny, B.A., St. Francis, 1938; M.A., Fordham, 1940. The concept of eco- 
nomic progress, 1949. Fordham. 

Frank E. Norton, Jr., B.A., San Jose State, 1942. Secular determinants of the inducement 
to invest. 1949. California. 

M. P. O’'ConNELL, B.A., Queen’s 1942; M.A., Toronto, 1947. Political thought in Canada 
at the turn of the century. 1949. Toronto. 

\rrreD C. OstruM, M.A., Pennsylvania, 1946. Theory of under-consumption. Pennsylvania. 

Morton Pactin, B.A., Miami, 1943. The economics of J. M. Lauderdale. 1949. California. 

CLaRENCE E. Putisroox, B.A., Chicago, 1936. The policy implications of the theoretical 
controversy over the effects of rigid wages. 1948. Chicago. 

Gaten B. Price, B.S., Arkansas, 1938; M.S., 1939. A restatement of the theory of price 
measurement. 1948. American. 

Atan L. Ritter, B.A., DePauw, 1935. The application of the theory of imperfect compe- 
tition to the determination of wages: with a statistical analysis of wage differentials. 
1949. Wisconsin. 

JEROME ROTHENBERG, B.A., Columbia, 1945; M.A., 1947. Veblenian contributions to 
welfare economics: an essay on the societal approach to economic theory. 1950. Columbia. 

Evcene Rotwetn, B.A., Wisconsin, 1939; M.A., 1939. The political economy and economic 
philosophy of David Hume. 1948. Chicago. 

GeorcE SCHULLER, B.S., New York, 1931; M.A., 1934. Bargaining power and its effects 
on prices and income, 1949. Columbia. 

Irvinc H. Siecer, B.S., College of City of New York, 1934; M.A., New York, 1935. Con- 
cept and measurement of production and productivity. 1949. Columbia. 

Hartan M. Smiru, B.A., Chicago, 1936; M.A., 1938. Leontief’s input-output studies as 
a basis for specific multipliers. 1948. Chicago. 

Vircinta G. Taucnar, B.A., California, 1941. The implications of war activity on tech- 
nological productivity and economic progress. 1949. California. 

Carl G. Unr, B.A., Reed, 1934. Knut Wicksell: a study in economic doctrine and policy. 
1949. California. 

Rocer J. Witt1ams, Jr., B.A., Reed, 1939. Entry under monopolistic and imperfect com- 
ser a theoretical framework, with reference to some empirical observations. 1950. 
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Economic History 


Degrees Conferred 


Wru1AM H. Bavcun, Ph.D., Virginia, 1948. Capital formation and entrepreneurship jp 
the south. 

Jacquetine P. Burr, Ph.D., Kentucky, 1948. General store in the southern agrarian 
economy, 1865-1910. 

WituiaM B. Gates, Jr., Ph.D., Chicago, 1947. An economic history of the Michigan 
copper mining industry, 1845-1946. 

ArtTHuR R. Hatt, Ph.D., Duke, 1948. Soil erosion and agriculture in the southern Piedmont 
a history. 

James E. THorocoop, Ph.D., Texas, 1948. A financial history of Tennessee since 1870, 

Eitcin WiixiaMs, Ph.D., Columbia, 1948. The animating pursuits of speculation: land 
traffic in the annexation of Texas. (Published as No. 547, Columbia Studies in History. 
Economics, and Public Law.) 


Theses Completed and Accepted 


Rospert N. Grosse, B.A., Columbia, 1944; M.A., Harvard, 1946. The determinants of the 
size of iron and steel firms in the United States, 1820-1880. 1948. Harvard. 

Epwarp Marz, M.A., Harvard, 1943. The Austrian economy in transition: heritage and 
formative years of the Austrian republic. 1948. Harvard. 


Theses in Preparation 


Henry Avusrey, Vienna, 1928. Mexican industrialization. 1949. New School for Social 
Research. 

Puy us BATE, B.A., Omaha, 1943. Development of the iron and steel industry in Chicago 
1948. Chicago. 

MarcareET Beattie, B.A., Maryland, 1945; M.A., Cornell, 1947. History of land use and 
land ownership in the prairie states. 1949. Cornell. 

Attan Bocve, B.A., Western Ontario, 1943; M.A., 1946. History of farm credit in the 
northern plain states, 1854-1900. 1949. Cornell. 

Aaron M. Boom, B.A., Nebraska, 1940; M.A., 1941. The development of sectional attitudes 
in Wisconsin, 1820-40. 1949. Chicago. 

Davip Braprorp, B.A., Michigan, 1930; M.A., 1931. The development of sectional attitudes 
in Ohio, 1845-1860. 1949. Chicago. 

Harry J. Brown, B.A., Cornell, 1930; M.A., 1946. History of the National Association o! 
Wool Manufacturers. 1948. Cornell. 

WittuaMm D. Crark, B.A., Oxford, 1938. The political thought of the Anglican clergy, 
1642-1660. 1949. Chicago. 

CHARLOTTE Erickson, B.A., Augustana, 1945; M.A., Cornell, 1947. The recruitment o! 
labor by American industry to 1885. 1949. Cornell. 

Epitu Fox, B.A., Cornell, 1932; M.A., 1945. Economic policies of Sir William Johnson 
1949. Cornell. 

Eveanor S. Goprrey, B.A., Smith, 1935; M.A., Chicago, 1936. Government regulation of 
industry in the reign of James I as illustrated by the monopolies. 1949. Chicago. 

Forest G. Hit, B.A., Texas, 1941; M.A., 1946. A history of the river and harbor develop- 
ment policies of the Corps of Engineers. 1950. Columbia. 

H. L. Hircuens, B.A., Chicago, 1935; M.A. 1936. The United States and the Isthmias 
routes, 1823-1878. 1949. Chicago. 

James F. Hopxrns. History of the hemp industry in Kentucky. 1949. Duke. 

Marta C. Howarp, B.A., Goucher, 1934; M.A., Radcliffe, 1936. History of the margarine 
industry in the United States. 1949. Columbia. 

Frances C. Hutner, B.A., Middlebury, 1940; M.A., Columbia, 1943. The rise and decline 
of a monopoly, a study in business history. 1949. Columbia. 
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BENJAMIN KLEBANER, B.S., College of City of New York, 1945; M.A., Columbia, 1947. 
Poor law problem in America, 1790-1860. 1950. Columbia. 

Don A. Livincston, B.A., St. Louis, 1935; M.A., 1938. An analysis of frontier market 
development and price formation in colonial and territorial St. Louis. 1948. St. Louis. 

Bryce D. Lyon, B.A., Baldwin-Wallace, 1942. The money fief under the English kings 
from 1066-1485. 1949. Cornell. 

Bernarp G. Matrson, B.A., Oberlin, 1922. Radicalism in the United States, 1787-1800. 
1949. Chicago. 

Howarp A. Merritt, B.A., Northland, 1933; M.A., Wisconsin, 1937. The Chicago Board of 
Trade and the agrarian attitude toward it. 1949. Chicago. 

WAM Mritier, B.A., New York, 1936; M.A., 1938. A biographical study of the four 
hundred political and business leaders in the United States in the era of Theodore 
Roosevelt. 1950. New York. 

NatHan Mores, B.S., New York, 1934; M.A., 1935. Commercial activity on the Jersey 
side of the lower Hudson in the 17th and 18th centuries. 1950. New York. 

IRENE Nev, B.A., Marietta, 1944; M.A., Cornell, 1945. The business career of Erastus 
Corning. 1949. Cornell. 

H. C. PenTLAND, B.A., Manitoba, 1940; M.A., Oregon, 1943. The Irish labourers on the 
Canadian canals and railways, 1830-60. 1949. Toronto. 

Harry Prerce, B.A., Syracuse, 1940; M.A., Rutgers, 1942. Local aid to railroads in 
New York state. 1948. Cornell. 

AnprREw W. Prerront, B.A., Washington and Lee, 1928; M.B.A., Harvard, 1937. An 
economic history of Burlington, North Carolina. 1949. North Carolina. 

Murray N. RoTHBarpD, B.A., Columbia, 1945; M.A., 1946. American business fluctuations 
and contemporary opinion, 1815-1821. 1950. Columbia. 

AnnA J. Scowartz, B.A., Barnard, 1934; M.A., Columbia, 1935. State banking before 
the Civil War: a study of Pennsylvania banking. 1949. Columbia. 

James H. THompson, B.A., Maryville, 1940; M.A., Tennessee, 1946. A financial history 
of Pittsburgh. 1949. Pittsburgh. 

BEATRICE TREIMAN, B.A., Chicago, 1939; M.A., 1943. Franco-American commerce, 1778- 
89. 1948. Chicago. 

Howarp VERNON, B.A., Chicago, 1937; M.A., 1940. The effect of the French Revolution 
on lower Canada. 1950. Chicago. 

Rosert C. Weems, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. Early bank- 
ing in Mississippi. 1949. Columbia. 


National Economies 


Degree Conferred 
Jerome B. Cowen, Ph.D., Columbia, 1948. The Japanese war economy. (To be published 


n 1949.) 


Theses in Preparation 


[Hap P. Arron, B.A., Alabama, 1935; M.A., 1936. Polish postwar economic planning. 1950. 
Columbia. 

FLoreNcE B. Bercer, B.A., Brooklyn, 1943; M.A., Columbia, 1946. The economy of Peru. 
1950. Columbia. 

JuLian H. BrapsHer, B.A., South Carolina, 1935; M.A., Colorado, 1939. Economic aspects 
of agrarian reform in Mexico since 1934. 1949. California. 

Invinc BrecHer, B.A., McGill, 1943; M.A., Harvard, 1947. The evolution of economic 
thought and policy in Canada, 1919-1939. 1949. Harvard. 

Josep T. Curu-Faat, B.A., Hastings, 1944; M.A., Chicago, 1947. Hong Kong and the 
South China economy. 1950. Chicago. 

M. Garpner CrarK, B.A., Harvard, 1939; M.A., 1947; M.A., Minnesota, 1941. Develop- 
ment of the Soviet iron and steel industry. 1948. Harvard. 
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ALEXANDER Erticu, M.A., Free Polish, 1938. Problems of pricing in the Soviet econom, 
1949. New School for Social Research. ( 

VERNON R. Esteves, B.A., Puerto Rico; M.A., Harvard. Economic policy for Puerto Rico 
1948. Harvard. 

Eveanor M. Hap ey, B.A., Mills, 1938; M.A., Radcliffe, 1943. Concentrated business power 


in Japan. 1948. Harvard. 

RatPH E. Hosen, B.A., Dartmouth, 1939; M.A., Columbia, 1940. Swedish economic policy 
and economic stability. 1949. Columbia. : 

EvELYN B. LERNER, B.S., College of City of New York, 1940; M.A., Texas, 1946. Czecho. 
slovakia and the two-year plan. 1950. Columbia. 

Sren-WEI Liv, Dipl. School Bus., Grenoble, 1932; Dipl. as Statistician, Paris, 1938; LL.D 
Paris, 1940. French colonial policy regarding Indo-China. 1950. Columbia. 

ALFRED D. Morcan, B.A., Georgia, 1939; M.A., Wisconsin, 1941; M.P.A., Harvard, 1947 
The fiscal anatomy of Japan, 1941-1947. 1949. Harvard. 

Joun E. Oakes, B.A., Fisk, 1928. A recent economic history of the Philippines. 1949 
Chicago. 

Jerome M. Pines, B.S., New York, 1935; M.A., Columbia, 1936. The economic develop- 
ment of Palestine. 1949. Columbia. 

S. E. Gerarp Priestiey, B.S., Springfield, 1944; M.A., New York, 1945. The Mexican 
agrarian question. 1949. New York. 

Mitton M. SuHapiro, B.A., Brooklyn, 1943. Turkey, the transition to industrialization: 3 
case study in deliberate industrialization from domestic resources. 1949. New School for 


Social Research. 
EstTHER TAuBER, B.A., Missouri, 1932; M.S.Sc., New School for Social Research, 1937 


Cooperative development in Palestine. 1949. New School for Social Research. 


Economic Systems; Postwar Planning 


Degree Conferred 


ALLEN M. Sievers, Ph.D., Columbia, 1948. Has market capitalism collapsed? A critique 
of Karl Polanyi’s new economics. (To be published in 1949.) 


Theses in Preparation 


Renzo Brancut, B.A., Chicago, 1936; M.A., 1938. Guild proposals for economic organiza 


tion. 1949. Chicago. 

NorMAN M. Kaptan, B.A., Chicago, 1939; M.A., 1948. Models for socialist economic plan- 
ning. 1950. Chicago. 

Tso-Minc Ku, B.A., Tsing-Hua, 1939; M.A., Michigan, 1945. Direction of economic de- 
velopment in “young” countries. Pennsylvania. 

Joun W. McKinney, B.A., Southern Methodist, 1937; M.A., Columbia, 1947. Saving 
capital formation and economic progress in a controlled economy. 1950. Columbia 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


Degrees Conferred 


Dumas L. McCueary, Ph.D., Catholic, 1948. Uniform accounting systems for parishes 
(Published by Catholic University of America Press.) 

Leo RosenBLUM, Ph.D., Columbia, 1947. Adjustment of insurance loss claims on mer- 
chandise: accounting problems and procedures. (Being published by King’s Crown Press 
Columbia.) 


Thesis Completed and Accepted 


Witu1aM H. Cups, B.A., Morningside, 1927; M.A., Michigan, 1935. Consolidated finan- 
cial statements. 1948. Columbia. 
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trade relations with the United States in the light of economic theory. 1949, Harvard. 
RupoteH W. Trenton, Dr. Jr., Rome, 1936; Dr. Pol. Science, Turin, 1938. The export 
control system of the United States. 1950. Columbia. 

Joun T. Watter, B.S., Drexel Institute of Technology, 1933; M.A., Columbia, 1939, Th. 
theory of competitive currency devaluation. 1949. Pittsburgh. 

Louis Winnick, B.A., Brooklyn, 1946; M.A., Columbia, 1947. United States dollar loans 
to Latin-America, 1920-1939. 1949. Columbia. 

RaLpH C. Woop, B.A., Wesleyan, 1934; M.A., 1935. The theory of international economi, 
specialization and development. 1949. Columbia. 

W. Joun R. Wooptey, B.A., Saskatchewan, 1945; M.A., Toronto, 1946. The Canadian post. 
war balance of payments. 1949, Cornell. 


Business Finance; Insurance; Investments; Securities Markets 


Degrees Conferred 


Francis J. Carxins, Ph.D., Northwestern, 1947. The Securities and Exchange Commission 
and corporate reorganization. 

Hans R. Fapum, Ph.D., Yale, 1948. Inventory analysis and economic implications. 

Joun D. Grover, Ph.D., Harvard, 1948. Public loans to private business. 

Frank M. Graner, Ph.D., Wisconsin, 1948. The sources of corporate funds and their uses 

Joun T. O’Nen, Ph.D., North Carolina, 1948. Formation and application of financial 
policy: a case history of the Burlington system refinancing of 1944-1945. 

REGINALD RusHINnG, Ph.D., Texas, 1948. Corporate reorganizations under Chapter X of 


the Bankruptcy Act. 
A. ScHrac, Ph.D., New York, 1948. The American rayon industry—its financial] 


aspects. 
NATHAN SEITELMAN, Ph.D., Fordham, 1948. Financing of corporate expansion for selected 


manufacturing industries, 1922-39. 


J. FrepericK Weston, Ph.D., Chicago, 1948. The meaning and measurement of excess 
profits. 


Thesis Completed and Accepted 


SAMUEL A. ReeEp, B.B.A., Minnesota, 1935; M.A., 1940. The investment company as an 
agency of financing new business enterprises. 1947. Chicago. 


Theses in Preparation 


Joun Apams, B.S., Linfield, 1940; M.A., Puget Sound, 1942. Comparison of English and 
American life insurance. 1949. Pennsylvania. 

Joun S. Bicxiey, B.A., Wisconsin, 1939; M.B.A., 1947. The function of the reserve in 
social and private insurance. 1949. Wisconsin. 

T. Emerson Cammack, B.S., Oklahoma, 1940; M.A., 1941. The rehabilitation of life 
insurance companies. 1949. Pennsylvania. 

Mariam K. CHAMBERLAIN, B.A., Radcliffe, 1939; M.A., 1948. The impact of investment 
policies of large corporations on full employment. 1949. Harvard. 

Raymonp R. Corton, B.S., College of City of New York, 1931; M.A., Columbia, 1932. 
Regulation of pudlic securities as legal investments in New York State. 1950. Columbia. 

EpwIn R. Corey, E.A., Amherst, 1941; M.B.A., Harvard, 1946; M.A., 1947. Insurance in- 
vestment and its effect on the capital market. Harvard. 

Apert H. Denner, B.S., Ohio State, 1936; M.B.A., 1939, Relation of the speed of stock 
market movements and the extent of fluctuations in stock prices. 1949. Ohio State. 

SercEI P. Dosrovotsky, Dipl. Harbin, 1930; M.A., Columbia, 1942. Retention of corpor- 
ate earnings. 1949. Columbia. 

HersHoN FREEMAN, B.A., Amherst, 1933; M.B.A., Michigan, 1936. Influence of life in- 
surance upon the U. S. labor union movement. 1949. Pennsylvania. 

Joun F. L. Gutarpr, B.A., Sacred Heart Seminary, 1939; M.A., Catholic, 1942. Some 
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analytical considerations of recent trends in profits of manufacturing corporations in 
United States. 1949. Catholic. 

HerserT GRAEBNER, B.S., Valparaiso, 1930; M.B.A., Northwestern, 1931. Appraising the 
economic value of the human life. 1949, Pennsylvania. 

Davis W. Greco, B.B.A., Texas, 1939; M.B.A., Pennsylvania, 1940. An analysis of group 
life insurance. 1948. Pennsylvania. 

Davw Ivry, B.S., Johns Hopkins, 1944; M.B.A., Pennsylvania, 1945. A study of special 
policies in life insurance. 1949. Pennsylvania. 

Rosert W. Jounson, B.A., Harvard, 1943; M.B.A., 1946. Sources of funds of sales finance 
companies. 1949. Northwestern. 

Leonarp Kent, B.S., South Georgia Teachers, 1935; M.B.A., Chicago, 1940. Effects of 
death taxes on the pattern of investment. 1949. Chicago. 

RicHArD DER. Kip, B.S., Pennsylvania, 1936. Fraternal insurance. 1949. Pennsylvania, 

Pau KircHer. Accounting for investments. 1949. Michigan. 

Frank Lanc, B.B.A., Tulane, 1940; M.B.A., Ohio State, 1943. Public relations program 
for insurance. 1951. Columbia. 

ArtHuR F. MesseNncer, B.A., Ohio Wesleyan, 1927. Liquidity in the security markets. 
1949. Ohio State. 

Davi B. Mover, B.A., Virginia, 1947. The corporate income statement. 1950. Virginia. 

Frank J. SaBeta, B.S., Southern Illinois State Teachers, 1940; M.A., Washington, 1947. 
Common stocks in the life insurance portfolio. 1950. Pennsylvania. 

Vinci. SCHARRER, B.A., DePauw, 1935; M.A., Chicago, 1944. Investment outlay, profit, 
and the rate of capital growth. 1948. Chicago. 

Donato Scores, B.S., Northwestern, 1916; M.S., Pennsylvania, 1943. Development and 
application of the annuity principle by U. S. legal reserve life insurance companies. 
1040. Pennsylvania. 

Rottin Suonps, B.S., Northwestern, 1935; M.A., 1936. Development of a method for 
estimating the cost to producers attributable to their industrial accidents. 1948. North- 
western. 

STerLING SuRREY, B.S.S., College of City of New York, 1932; M.B.A., Harvard, 1934. 
The development of the convention form of life insurance statements. 1949. Pennsylvania. 

Pinc-Hov Wane, B.A., Tsing-Hua, 1932; M.A., Columbia, 1941. Fair return on equity 
capital. 1949. Columbia. 

H. Lawrence Witsey, B.S., Southern California, 1944; M.A., 1946. The Securities and 
Exchange Commission. 1949. Cornell. 

Frank A. Younc, B.B.S., Southern Methodist, 1942; M.A., Michigan, 1947. Reinsurance in 
life insurance. 1950. Pennsylvania. 


Public Control of Business; Public Administration; 
National Defense and War 


Degrees Conferred 


Kart A. BoepecKer, Ph.D., Wisconsin, 1948. A critical appraisal of the anti-trust policy 
of the United States government, 1933-1947. 

Leon A. Boscu, Ph.D., Northwestern, 1948. Meat rationing in World War II. 

James A. Coox, Ph.D., Columbia, 1947. The marketing of surplus war property. (Pub- 
lished by Public Affairs.) 

Grorce W. Larrerty, Ph.D., Texas, 1948. The post-audit of state and local governments. 

S. STERLING McMurzan, Ph.D., Indiana, 1948. Adjustments of individual firm prices under 
wartime price control. (Portion published in volume on Pricing Standards, Office at Tem- 
porary Controls, Washington, D.C.) 

Kart Morrison, Ph.D., Texas, 1948. The state and the marketing of alcoholic beverages 
in the United States. 

Joun J. Rettanan, Ph.D., New York, 1948. The interstate petroleum pipe lines before 
the legislature and the courts. 
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Ernest J. H. Spence, Ph.D., Northwestern, 1947. Canadian wartime price control, 194). 
1947. 

Tuomas B. Worstey, Ph.D., Virginia, 1948. Wartime economic stabilization and the eff. 
ciency of military procurement. 


Theses in Preparation 


Rosert H. Bincuam, B.A., Ohio Wesleyan, 1939; M.A., Michigan, 1941, Basing point 
systems and public policy. 1950. Michigan. 

RicHarp M. Bourne, B.S., Colorado Agricultural and Mechanical, 1931; MLS., Illinois 
1932. The theory of price control under the OPA. 1948. Nebraska. 

James L. Durry, B.A., Boston, 1925; M.A., 1926. Anti-trust under Thurman Arnold. 1943 
Clark. 

James M. Gwin, B.S., Connecticut State, 1931; M.A., American, 1941. An economic 
analysis of the methods used by the U. S. Army in securing and distributing its perish. 
able food. 1948. American. 

Ratpx C. Hoeser, B.A., Oregon, 1921; M.A., 1923; J.D., Stanford, 1927. Development 
of public utility regulation in Oregon. 1948. Wisconsin. 

Isaac T. McKixxop, B.B.A., College of City of New York, 1939. Management program 
for Rural Electrification Administration. 1941. Columbia. 

NN. H. Morse, M.A., Acadia; M.A., Toronto, 1942. An inquiry into the impact of the 
great depression upon Canadian laws relating to business practice. 1949. Toronto. 
Joun R. Norton, B.S., New York, 1930; M.A., 1934. State government and American 

business: New York, 1819-1846. 1949. New York. 

Jutius Roxier, B.B.A., Washington, 1934. State price legislation and public policy, 1949 
Michigan. 

Grusert N. Smit, B.A., Oklahoma City, 1936; M.B.A., Boston, 1938. Changing policy 
of the federal government toward competition since 1911. 1950. Nebraska. 

Henry K. Stanrorp, B.A., Emory, 1936; M.A., 1940; M.S., Denver, 1943. The administra- 
tion of surplus property disposal. 1950. New York. 

Wit1aM J. STANTON, Jr., B.S., Lewis, 1940; M.B.A., Northwestern, 1941. Business in- 
plications in the interpretations of the Robinson-Patman Act. 1948. Northwestern. 
James M. Wa ter, B.A., Vanderbilt, 1922; M.A., 1927; LL.B., Yale, 1924. An evaluation 

of national policy on close combinations. 1949. North Carolina. 

BERNARD ZAGORIN, B.A., Chicago, 1942; M.A., 1948. A study of the patent policy of the 
Alien Property Custodian and its effect on the American chemical industry (dyestufis 
1950. Chicago. 


Industrial Organization; Price and Production Policies; 
Business Methods 


Degrees Conferred 


E.ton B. Hare, Ph.D., Texas, 1948. Predetermined industrial cost analysis and control 
Harriet J. Hormes, Ph.D., Harvard, 1948. Wartime profits in the woolen manufacture 
a study of apparel fabric manufacturers in Massachusetts, 1940-1946. 


Thesis Completed and Accepted 


CHartes H. Hesston, B.A., College of City of New York, 1932; M.A., Columbia, 1933 
Competition in the metal food container industry, 1916-1946, 1948. Columbia. 


Theses in Preparation 


Morris A. ADELMAN, B.S.S., College of City of New York, 1938. The dominant firm 
with special reference to the A & P Tea Company. 1948. Harvard. 

Harotp J. Barnett, B.S., Arkansas, 1939; M.S., California, 1940; M.A., Harvard, 1948 
Adaptation of the U. S. economy to innovation: atomic energy. 1948. Harvard. 
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Tomas E. M. Branp, B.A., Colorado, 1943; M.A., Harvard, 1944. The regulation of 
industrial location. 1950. Columbia. 

Ronarp C. CALLANDER, B.S., New York, 1933; M.B.A., Texas, 1936. Historical develop- 
ment and analysis of risks in hedging cotton. 1948. American. 

Miscua Cowen, B.S., Illinois, 1945; M.A., Chicago, 1946. Price policies and market con- 
trols in the farm equipment industry. 1950. Chicago. 

Riczaro M. Cyert, B.S., Minnesota, 1943. The effect of the business cycle on oligopoly 
pricing. 1950. Columbia. 

G. R. Exuiort, B.A., Saskatchewan, 1929; M.A., Toronto, 1947. Enterprise and scientific 
and industrial research. 1950. Toronto. 

Dascoms R. ForsusH, B.A., Oberlin; M.B.A. and M.A., Harvard. Economics of product 
line expansion. 1949. Harvard. 

Wurm W. Frasure, B.S., Bowling Green, 1939; M.B.A., Houston, 1942. An analysis 
of factors contributing to the longevity of manufacturing concerns located in Allegheny 
County, Pennsylvania. 1948. Pittsburgh. 

Tuomas G. Gres, B.A., Michigan, 1946. The effect of trade associations upon competition 
in American industry. 1950. Michigan. 

Wytze Gorter, B.A., Stanford, 1936. Some aspects of the production and market policies 
of the California orange industry. 1948. Stanford. 

Orris C. HERFINDAHL, B.B.A., Minnesota, 1939. Concentration in selected manufacturing 
industries. 1950. Columbia. 

Donatp M. Lanpay, B.S., Pennsylvania, 1936; M.A., 1938. Rationalization in the men’s 
clothing industry. 1948. Chicago. 

Ropert LEKACHMAN, B.A., Columbia, 1942. Equipment purchasing: some cases and a 
theoretical comparison. 1950. Columbia. 

Jesse W. Marxuam, B.A., Richmond, 1941; M.A., Harvard, 1947. Price and output be- 
havior in the U. S. rayon industry. 1948. Harvard. 

Seymour Metman, B.S.S., College of City of New York, 1939. Administrative overhead 
functions in manufacturing industry. 1949. Columbia. 

P. BERNARD NortTMAN, B.S.S., College of City of New York, 1934; M.A., Columbia, 1935. 
Economics of the scrap iron and steel industry: a study in oligopsony. 1949. Columbia. 

JosepH D. Putritps, Jr., B.A., California, 1937. The position of small enterprise in the 
American economy. 1951. Columbia. 

Rayvat H. Ray, B.A., DePauw, 1927; M.A., Wisconsin, 1935. Decline in the number of 
units and concentration of ownership and control in the American daily newspaper 
industry. 1948. Columbia. 

Wru1am A. Reynorps, B.A., William and Mary, 1938; M.A., New York, 1940. The 
economics of demand for floor coverings, 1921-41. 1949. Columbia. 

Lioyp B. Savitxe, B.A., Pennsylvania, 1935; M.A., Columbia, 1936. Pricing methods in the 
gray-iron foundry industry. 1950. Columbia. 

THEODORE SuMBERG, B.S.S., College of City of New York, 1939. Strategic factors in 
industrialization. 1949. New Schooi for Social Research. 

Harotp G. Varter, B.A., Wisconsin, 1936; M.A., Columbia, 1938. Some problems of small 
enterprise as seen in four selected industries. 1949. California. 

Witt1aM V. Wiimot, Jr., B.A., Syracuse, 1937; M.A. 1939. Some theoretical considera- 
tions of the restrictive practices of cartels. 1948. Wisconsin. 

Ropert A. Winters, B.A., Princeton, 1935; M.A., Tufts, 1927; M.A., Harvard, 1941. 
Price control in certain rubber industries 1942-1946. 1948. Harvard. 


Marketing; Domestic Trade 


Degrees Conferred 


Dorsey Forrest, Ph.D., Ohio State, 1948. The economic and technical aspects of small 
dealer advertising. 
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Roy W. JAstraM, Ph.D., Stanford, 1948. Some aspects of the planning of large scalp 
advertising. 

Davip J. Luck, Ph.D., Texas, 1948. Merchandise control in departmentized Texas store, 

ScHUYLER F. Orteson, Ph.D., Ohio State, 1948. Marketing research techniques. 

Minnie B. Tracey, Ph.D., Ohio State, 1948. The marketing of frozen food products, 


Theses in Preparation 


Francis A. BaBione, B.S., Miami, 1931; M.A., Ohio State, 1932. Marketing equipment by 
leasing. 1949. Ohio State. : 

GrorcE A. BALLENTINE, B.A., Colgate, 1922; M.B.A., Harvard, 1924. Sales quotas—their 
use in planning sales activities. 1948. Columbia. 

Seymour Banks, B.S., Iowa State Teachers, 1939; M.B.A., Chicago, 1942. Some applica. 
tions of psychological measurement of preferences and attitudes to market research, 
1948. Chicago. 

James F. Coocan, B.A., Harvard, 1942; M.A., 1947. Economics of Soviet marketing 
1949. Harvard. 

FRANKLIN W. Giicurist, B.A., Stanford, 1933; M.B.A., 1935. An analysis of prepackag- 
ing and selfservice as a means of lowering costs of retailing meat and delicatessen 
products with special reference to Southern California. 1948. Southern California. 

Kart-Erik Hansson, M.S., Columbia, 1946. Trade area studies. 1950. Columbia. 

Harotp E. Harpy, B.A. Pomona, 1925. The integration of manufacturing and chain dis- 
tribution—with special reference to food products. 1948. Minnesota. 

Letanp E. Hess, B.A., Ripon, 1938; M.A. Chicago, 1940. Mail order business. 1949 
Chicago. 

Nei T. Houston, B.A., Washington and Lee, 1939; M.A., Fletcher School of Law and 
Diplomacy, 1941; M.P.A., Harvard, 1948. The analysis of efficiency in marketing. 1948 
Harvard. 

Miran R. Karas, B.A., Ohio Wesleyan, 1937; M.A., Kent State, 1942. The contribution 
of the wholesaler to the trading area of Cincinnati. 1949. Ohio State. 

IsrAcL R. Kostorr, B.A., Chicago, 1943; M.A., 1945. Gasoline marketing in Minnesota 
1948. Chicago. 

Harry A. Lipson, Jr., B.S., Alabama, 1939; M.B.A., Northwestern, 1941. Analysis of 
department store ownership groups. Pennsylvania. 

Lewis F. Manwart, B.S., Bowling Green State, 1929; M.A., Ohio State, 1936. Depart- 
ment store credit management—a case study. 1948. Ohio State. 

Martuinus D. Marais, M.A., South Africa, 1941; B.Comm., 1945. Parallelism in the 
dairy marketing problems of South Africa and the U.S.A. 1948. Harvard. 

James F. McRarrtu, B.S., Iowa, 1940; M.A., 1947. Wholesale trading areas of selected 
industries in the Middle West. 1950. Columbia. 

James F. Mmes, B.A., South Carolina, 1938; M.A., 1939. Economic analysis of New 
England fluid milk marketing. 1948. American. 

F. Byers Miter, B.S., Baldwin Wallace, 1934; M.B.A., Ohio State, 1940. Contribution 
of wholesaling to the Richmond, Virginia trading area. 1949. Ohio State. 

Ropert B. Miner, B.S., Ohio, 1938; M.S., 1940. An analysis of marketing costs with 5) 
cial reference to variation in operating expenses in selected lines of business. 1948. Olu 
State. 

SAMUEL L. Myers, B.A., Morgan State, 1940; M.A., Boston, 1942; M.A., Harvard, 1945 
The principles of grade and informative labeling, especially as exemplified in textiles 
1949. Harvard. 

Ropert M. Straw, B.A., Muskingum, 1935; M.B.A., Ohio State, 1939. Executive train- 
ing in department stores. 1948. Ohio State. 

Epwarp R. Wutetrt, B.S., Northeastern, 1945; M.A., Harvard, 1947. A study of the radio 
parts distribution industry in New England with special emphasis on the wholesaler. 
1949. Harvard. 

Francis A. Wrincate, B.A., Bowdoin, 1931; M.B.A., Harvard, 1933. Principles and methods 
of price determination in retailing. 1949. Ohio State. 
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Mining; Manufacturing; Construction 


Degrees Conferred 
Grorce H. Hosart, Ph.D., North Carolina, 1948. The dinner ware industry in the United 


States. 

Wuuam T. Hocan, S.J., Ph.D., Fordham, 1948. Productivity in the blast furnace and 
open hearth segments of the steel industry, 1920-46. 

Harotp E. Kiontz, Ph.D., North Carolina, 1948. The southern furniture manufacturing 
industry. 

Frenerick J. Knicuts, Ph.D., Northwestern, 1947. The growth and technical efficiency of 
ribber manufacturing in the U. S. and the distribution of real income derived from their 


increase. 
RicHarp B. TENNANT, Ph.D., Yale, 1948. The American cigarette industry, 1927-1939. 


Theses in Preparation 


Epwarp L. ALLEN, B.S., Columbia, 1946; M.A., American, 1946. The aluminum industry 
as a case study in government controls of the aluminum producing industry. 1948. 
American. 

Louis E. Broretyes, B.S., Columbia, 1945; M.A., 1946. The evolution of rayon. 1948. 
Columbia 

James H. Corree, B.A., West Texas State Teachers, 1925; M.A., Southern California, 
1936. The aluminum industry. 1949. Texas. 

MarsHALL R. Corperc, B.A., Chicago, 1934; M.A., 1938. Federal control of construction 
following World War II. 1950. Michigan. 

Wit1am G. CUNNINGHAM, B.A., California, 1931; M.A., Pennsylvania, 1940. Location of 
aircraft manufacture in the United States. 1949. Pennsylvania. 

SrecrrieD GARBUNY, Diplomvolkswirt, Berlin, 1936. The synthetic rubber industry. 1949. 
Columbia. 

Anne P. Grosse, B.A., Queen’s, 1945; M.A., Radcliffe, 1946. Raw materials in the open 
hearth process. 1948. Harvard. 

Martin Masters, B.S.C., Temple, 1939. Stabilization of employment in the automobile 
industry. Pennsylvania. 

Herman E. Micut, B.S., Pennsylvania, 1929. Recent developments in the cotton-textile 
industry. Pennsylvania. 

Dean W. Morse, B.A., Harvard, 1941. The rubber industry—a case study of the invest- 
ment process, 1920-1930. 1950. Columbia. 

W. G. Puttures, B.A., Toronto, 1944; M.A., 1947. The farm implement industry in Canada. 
1950. Toronto. 

Martin M. Psary, B.A., California, 1939. Output and productivity in building construction. 
1949. New York. 

FeneLon D. Smitu, B.S.C., South Carolina, 1929; M.A., 1942. The history of the de- 
velopment of the cotton textile industry in Columbia, South Carolina. 1949. Kentucky. 

Marcus Vosk, B.S., College of City of New York, 1929; M.A., Columbia, 1931. A con- 
tribution to the history of the machine industry. 1949. New School for Social Research. 


Transportation; Communication; Public Utilities 


Degrees Conferred 


Joun P. Carter, Ph.D., California, 1947. Transportation rates and their relation to the 
location of production. 

Harotp A. Conner, Ph.D., New York, 1948. The contribution of sponsored radio to the 
public interest. 

FREDERICK A. Exesiap, Ph.D., Northwestern, 1947. Government lending to railroads in 
the decade of the 1930's. 
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Theses Completed and Accepted 


StsteR JANE M. Howarp, I.H.M., Ph.B., Marygrove, 1940; M.A., Catholic, 1944. 
nomic aspects of St. Lawrence Power and Navigation Project. 1948. Catholic. 

Lucie S. Keves, B.A., Wellesley, 1940; M.A., Radcliffe, 1942. Federal control of entry 
into air transportation. Harvard. ; 

James Ne son, B.A., Oberlin, 1936; B.A., Oxford, 1938. Electricity prices. Harvard. 


Theses in Preparation 


Pau L. AMBELANG, B.A., Illinois, 1928; M.A., Catholic, 1942. A history of employment op 
railways of the United States to 1945. 1949. Catholic. 

Forrest C. Broop, Jr., B.S., Nebraska, 1938; M.A., 1939. State production and distriby. 
tion of electrical power in Nebraska. 1950. Nebraska. 

Epcar F. Bunce, Jr., B.A., Duke, 1941; M.A., Wisconsin, 1946. The administration of the 
Public Utility Holding Company Act of 1935—a case study. 1348. 

THomas C. CamMpBELL, B.A., Lynchburg, 1942; M.A., Pittsburgh, 1947. An economic 
analysis of the Wabash-Pittsburgh Terminal Railway 1901-1916 and the Pittsburgh 
and West Virginia Railway, 1917-1947. 1948. Pittsburgh. 

WaALpo Crippen, B.A., Washburn, 1927; M.A., Chicago, 1932. The Kansas-Pacific Railroad 
a cross section of an age of railroad building. 1949. Chicago. 

Joun H. Dates, M.A., Toronto, 1946; M.A., Harvard, 1948. Development of hydroelectric 
power industry in Canada. 1950. Harvard. 

James F. Doster, B.A., Alabama, 1932; M.A., Chicago, 1936. Railroad regulations in 
Alabama. 1949. Chicago. 

Atten R. Fercuson, B.A., Brown, 1941; M.A., 1943. A technical synthesis of airline costs 
1949. Harvard. 

JoserH A. GREENE, JR., B.A., Berea, 1941; M.A., Virginia, 1943. Discrimination against cer- 
tain industries and regions in freight rate differentials. 1949. Virginia. 

Donato F. Heany, B.A., and M.A. Georgetown; M.A., Harvard. The “chosen instrument” 
in international aviation. 1949. Harvard. 

Henry W. Hewetson, B.A., Toronto, 1924; M.A., British Columbia, 1925. An examination 
of the distance principle of railway freight making with references to Canadian condi- 
tions. 1950. Chicago. 

Hottanp Hunter, B.S., Haverford, 1943; M.A., Harvard, 1947. The Soviet railroad 
system: 1917-1947, 1948. Harvard. 

Harry P, B. Jenxrns, B.A., Acadia, 1927; M.A., Chicago, 1947. Deficient public services 
in Nova Scotia. 1948. Chicago. 

Hersert F. Krincman, B.A., Wisconsin, 1929; M.A., 1930; M.B.A., Harvard, 1932. The 
physical integration requirements of the Public Utility Holding Company Act of 1935 
development of SEC policy. 1949. Wisconsin. 

Joun B. Lanstnc, B.A., Hobart, 1940; M.A., Harvard, 1947. An investigation into the 
long run cost curve for central stations producing electricity by the use of steam. 1948 
Harvard. 

Frepric P. Morrissey, B.Com., Toronto, 1943; M.Com., 1946. Economic study of the 
Ontario Hydro-Electric Power Commission. 1950, Columbia. 

Gerorce A. Scott, B.A., Albilene Christian, 1945; B.S., 1946. Railroad trusteeship and 
receivership. 

Mario A. Sonnino, Dr. Econ., Rome, 1939; M.A., George Washington, 1946. Cost ele 
ments of international air transportation with special reference to the transatlantic ai 
service. 1948. American. 

AtBert G. Sweetser, B.A., Harvard, 1937; M.B.A., New York, 1942. The economics 0! 
seaplane operations in scheduled air carrier service. 1948. American. . 

Mitton W. Tomser, B.A., Columbia, 1942; M.A., 1943. Rate of return in public utility 
regulation. 1949. Columbia. 

Pup Trezise, B.A., Michigan, 1936; M.A., 1939. The role of modern transportation 2 
China’s economic development. 1949. Michigan. 
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Epwarp T. P. Watson, B.A., Princeton, 1936; M.A., Harvard, 1941. Railroad reorganiza- 
tion under SEC 77. 1948. Harvard. 


Agriculture; Forestry; Fisheries 


Degrees Conferred 


Wrvrrep K. Burkett, Ph.D., Wisconsin, 1948. Acquiring farm ownership by 100% loans. 

Raymonp J. Dott, Ph.D., Minnesota, 1948. Agricultural policy in relation to the beef 
cattle industry. 

Epmunbo Fiores, Ph.D., Wisconsin, 1948. Comparative analysis of the agrarian problems 
of Peru and Mexico. 

Beta GoLp, Ph.D., Columbia, 1948. Wartime economic planning in agriculture. (Columbia 
University Press.) 

R. C. HeaprncTon, Ph.D., Ohio State, 1947. Father-son farming plans and arrangements. 

Erven J. Lonc, Ph.D., Wisconsin, 1948. The labor foundation of the family farm. 

CHartes W. Loomer, Ph.D., Wisconsin, 1947. Group tenure in the administration of 
public lands. 

James Lorre, Ph.D., Chicago, 1946. A consideration of the causes of annual fluctuations in 
the production of livestock and livestock products in the U.S., 1910-44. (Studies in 
Business Administration, Vol. XVII, No. 1, April, 1947, University of Chicago Press.) 

Witrrep H. Prune, Ph.D., Minnesota, 1948. Methods of classifying Kansas land according 
to economic productivity. 

WruaAm M. Prircuett, Ph.D., Virginia, 1948. The sheep and wool industry in Texas. 

Cuartes F. Reynotps, Jr., Ph.D., Virginia, 1948. Socio-economic changes in the agri- 
cultural economy of the Yazoo-Mississippi Delta. 

SiNney ScuHMUCKLER, Ph.D., Wisconsin, 1947. Wisconsin farmers in industry. 

CuteH TsIANc, Ph.D., Minnesota, 1948. An economic study of some problems of Chinese 
agriculture. 


Thesis Completed and Accepted 


Wiu1am Brepo, B.A., Alberta, 1942; M.S., Iowa State, 1943; M.A., Harvard, 1946. 
Pricing problems in deficit milk markets with special reference to seasonal aspects. 
1948. Harvard. 


Theses in Preparation 


Rosert Austin, B.A., Tennessee, 1940; M.A., Harvard, 1942. Tobacco parity, 1948. 
Harvard. 

R. H. Baker, B.S., Ohio State, 1930; M.S., 1938. The cost of producing milk in Ohio 
1949. Ohio State. 

RayMonp R. BeneKe, M.S., Iowa State, 1946. The economics of partnership farming 
agreements. 1949, Minnesota. 

ArnoLp Brekke, B.S., Minnesota, 1942. American agriculture and the world economy. 
1949, Minnesota. 

VALENTINE J. Brenstke, B.A., Wisconsin, 1940; M.A., 1941. The A.A.A. and subsequent 
farm programs in Wisconsin. 1949. Wisconsin. 

W. Hersert Brown, B.S., Pennsylvania State, 1936; M.S., Connecticut, 1938. Postwar 
readjustments on dairy farm in southern New England. 1948. Harvard. 

Haro B. Crark, B.A., Berea, 1937. The role of farmers’ cooperatives in market stabiliza- 
tion, with special reference to dark tobacco. 1950. Kentucky. 

Water P. Corron, M.S., Tennessee, 1933. A study of an economic adjustment of market 
milk supplies to needs in North Carolina. 1948. Minnesota. 

GeratD ENGELMAN, B.S., Iowa State, 1937. Problems involved in the sale of slaughter live- 
stock on the basis of carcass weight and grade. 1948. Minnesota. 

Marvin W. Farrer, B.A., Queen’s, 1942; M.A., 1943. Agricultural land tenure in Canada. 
1948. Harvard. 

Eowarp D. Gruen, B.A., Dartmouth, 1931. An economic analysis of the softwood 
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(Douglas fir) plywood industry, with particular emphasis on the effects of governmen 
controls, wartime and emergency housing (1942-1947). 1950. Duke. 

Harotp G. Hatcrow, B.S., North Dakota Agricultural, 1937; M.S., Montana State, 1933 
Theory of crop insurance—plan of procedure. 1948. Chicago. 

Orvitte J. Hart, M.S., Minnesota, 1928. Drying of Arkansas rice—economic consider. 
tions and consequences. 1949. Minnesota. 

Wuu1aM E. Henprix, B.S., Tennessee, 1935; M.S., 1936. Capital productivity and 4. 
cumulation in agriculture in the Piedmont of Georgia. 1950. Wisconsin. 

Hans G. Hirscu, M.S., Minnesota, 1942. The effects of inheritance by testimentary dispos. 
tion and intestacy on farm land tenure. 1950. Minnesota. 

HERMAN B. James, B.S., North Carolina State, 1932; M.S., 1940. Mechanization problem: 
in eastern North Carolina agriculture. 1949. Duke. 

GLENN L. Jounson, B.S., Illinois, 1940; M.A., Michigan State, 1942. Allocative efficiency 
of agricultural prices—as affected by changes in the general level of employment. 195) 
Chicago. 

Batpur H. Kristyanson, B.S.A., Manitoba, 1939; M.Sc., Virginia Polytechnic, 194) 
Land settlement in the forest fringes of Canada. 1950. Wisconsin. 

Joun L. Lies, B.S., Alabama Polytechnic, 1936; M.S., Illinois, 1937. The effect of state 
price control on changes in the dairy industry in Alabama. 1949. Wisconsin. 

S. S. Liou, M.S., Cornell, 1946. Possibilities of improving the Chinese agricultural situs. 
tion through industrialization. 1949. Minnesota. 

SHivrAN G. Mapman, B.S., Bombay, 1946. Land—use and institutions in India, 1940 
Wisconsin. 

Lee R. Martin, B.A., Arkansas, 1937; M.A., Harvard, 1947. The milk industry in the 
South. 1948. Harvard. 

WittraMm E. McDantet, M.S., Illinois, 1943. Equitable farm leases. 1950. Minnesota. 

Ronatp L. MicuHett, B.S., Iowa State, 1925; M.S., Minnesota, 1926. Interregional com 
petition in agriculture in the United States. 1948. Harvard. 

Atvan D. OperxirkK, M.S., Iowa State, 1928. An economic study of the egg quality 
problem of the midwest area. 1949. Minnesota. 

Wattace E. Occ, B.S., Iowa State, 1941; M.S., 1944; M.A., Chicago, 1948. A study of 
maladjustment of resources in southern Iowa. 1950. Chicago. 

Jacos Oser, B.S., Illinois, 1935; M.A., Columbia, 1947. Price supports or compensator 
payment for agriculture. 1950. Columbia. 

Howarp L. Parsons, B.A., Wisconsin, 1940; M.A., 1940. A study of the impacts of changing 
national income on agricultural wages and employment. 1948. Harvard. 

Jutrus Peristern, B.A., Columbia, 1936. Trends toward self-sufficiency in food su 
plies and the integration of agriculture in Europe. 1950. New School for Social Re- 
search, 

ANTONIN J. Posapa-F., Faculted Nacional de Agronomia, Colombia (South America), 
1944; M.A., Wisconsin, 1947. Economics of Colombian agriculture. 1950. Wisconsin. 
Binc-Kun SuHao, B.A., National Peiping, 1936; M.S., Oregon State, 1944. Methodology 

in the development of agricultural economics in China. 1949, Wisconsin. 

RicHARD S1eLarF, M.B.A., Minnesota, 1944. Ready-to-eat cereal industry—an example o! 
imperfect competition in agricultural processing. 1949. Minnesota. 

Proctor THomson, B.A., Ohio State, 1940; M.A., 1941. The productivity of labor in 
agriculture: an international comparison. 1950. Chicago. 

Witus D. WeaTHERFoRD, Jr., B.A., Vanderbilt, 1937; B.D., Yale, 1940; M.A., Harvard 
1943. Geographical differentials in agricultural wages. 1948. Harvard. 

Freperick A. Wix.iAMs, B.S., Agricultural and Technical of North Carolina, 1931; MA 
Michigan State, 1937. Impediments to Negro land ownership in Louisiana. 190 
Wisconsin. 


Economic Geography; Regional Planning; Urban Land; Housing 


Degree Conferred 


Rocer S. Netson, Ph.D., California, 1948, Federal financial aid for urban rehousing. 
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Theses Completed and Accepted 


5, J. Maiset, B.A., Harvard, 1939; M.A., 1948. An approach to the problems of analyz- 
ing housing demand. 1948. Harvard. 

sreran H. Rosock, B.A., Wisconsin, 1938; M.A., Harvard, 1941. Industrial location and 
the South: case studies of recent location decisions. Harvard. 

RosweLL G. TowNSEND, B.A., Duke, 1940; M.A., 1941; M.A., Harvard, 1948. Some eco- 
nomic aspects of urban housing, with special reference to metropolitan Boston. Harvard. 


Theses in Preparation 


Carson A. Auxrer, B.A., Berea, 1940. History of urban land prices in Washington, D.C. 
1949. Duke. 

J. Howarp CRAVEN, B.A., Brigham Young, 1942; M.P.A., Harvard, 1946; M.A., 1947. 
Economic potentialities of the Rocky Mountain West. 1949. Harvard. 

Wom A. Faucut, B.S., Arkansas, 1940; M.A., Virginia, 1942. The social and eco- 
nomic structure of the lower Rio Grande Valley of Texas. 1949. Virginia. 

Howarp N. FitzHucnH, B.S., Harvard, 1930; M.B.A., 1933. Harlem’s medium-rental 
housing market in 1940. 1950. Columbia. 

Josepa Grunwatp, B.S., Johns Hopkins, 1943. A case study in planning, the Tennessee 
Valley Authority. 1950. Columbia. 

AviricH P. Hess, Jr., M.A., Pennsylvania, 1941. Analysis of effects of changes in prices 
of residential properties in Philadelphia. 1949. Pennsylvania. 

J. Frep Hotty, B.A., Milligan, 1937; M.A., Tennessee, 1938. Economic and social effects 
of rapid industrialization upon a smali town—a case study. 1949. Clark. 

Lewis E. KNOLLMEYER, B.A., Yale, 1930; M.A., Wisconsin, 1939. Housing as an outlet for 
investment. 1948. Wisconsin. 

Donato H. McCretranp, B.A., Hastings, 1940; M.A., Brown, 1942. The economics of 
multi-purpose development of the Connecticut River. 1948. Harvard. 

Wuu1aM D. Ross, B.A., Millsaps, 1942; M.A., Duke, 1947. Industrial promotion by south- 
ern states. 1949. Duke. 

Date Weeks, B.A., Iowa, 1938; M.A., 1940. Economic aspects of the development of 
Missouri Valley resources. 1949. Nebraska. 


Labor and Industrial Relations 


Degrees Conferred 


Arun C. CHHATRAPATI, Ph.D., Michigan, 1948. Organization of the labor market under 
planned economy. (Microfilmed, Michigan.) 

Lucien S. Curtis, Ph.D., Chicago, 1947. A critical examination of criteria for determin- 
ing the salaries of teachers. 

Henry L. DuncomsBe, Ph.D., Northwestern, 1948. Economic problems presented by an 
aging labor force. 

Rosert S. Fercuson, Ph.D., Cornell, 1948. The unionization of foremen. 

Rotand Grsson, Ph.D., Columbia, 1948. Cotton textile wages in Great Britain and the 
United States, 1860-1945. 

Hersert G. HENEMAN, JR., Ph.D., Minnesota, 1948. Measurement of short-run family 
participation in the labor force. 

Enwarp C. Keacuig, Ph.D., Stanford, 1948. The evaluation of industrial training. 

Juanita M. Kreps, Ph.D., Duke, 1948. Developments in the political and legislative policies 
of organized labor, 1920-1947. 

Rosert D. Lerrer, Ph.D., Columbia, 1948. The foreman in industrial relations. (Published 
as No. 542, Columbia Studies in History, Economics and Public Law.) 

Grorce E. Lucy, S.J., Ph.D., St. Louis, 1948. Group employer-employee industrial rela- 
tions in the San Francisco maritime industry, 1888-1947. 

Jou W. Miter, Jr., Ph.D., Massachusetts Institute of Technology, 1948. An analysis of 
union-management cooperation based primarily on experience in the steel industry. 
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IrvinG Paster, Ph.D., Michigan, 1948. National minimum wage regulation in the Unite 
States. (Microfilmed, Michigan.) 

Paut Prasow, Ph.D., Southern California, 1948. Examination of the role of arbitratio, 
principles in an emerging “industrial jurisprudence.” 

Dwicut E. Rosinson, Ph.D., Columbia, 1948. Labor and management in the New Yor; 
coat and suit industry. (To be published in 1949.) 

FREEMAN F. Suacee, Ph.D., Wisconsin, 1948. The management prerogatives issue in tly 
past and present. 

JoserH W. Tow te, Ph.D., Northwestern, 1948. Department store personnel relations, 


Theses Completed and Accepted 


LeonarD CoHEN, B.A., Clark, 1943; D.S.Sc. A critical study of job evaluation. 10948 
New School for Social Research. 

Joun L. Corrican, S.J., B.A., Gonzaga, 1933; M.A., 1934. Management’s right to manage 
a study in transition, 1919 and 1945. 1948. Catholic. 

Gertrup B. Griec, B.A., New York, 1931; M.A., Bryn Mawr, 1933. Seasonal fluctuations 
in employment in the women’s clothing industry in New York. 1948. Columbia. 


Theses in Preparation 


Rospert J. ALEXANDER, B.A., Columbia, 1940; M.A., 1941. Collective bargaining in Chile 
1949. Columbia. 

Daviw H. Ancney, B.A., Idaho, 1933; M.A., Brown, 1934. Recent collective bargaining 
developments and wage bargaining changes in the Rhode Island textile industry. 1948 
Brown. 

Monroe Berkowitz, B.A., Ohio, 1942; M.A., Columbia, 1946. Collective bargaining on 
the local level—a case study. 1950. Columbia. 

Frep H. Brum, Dipléme de Licencié es sciences économiques, Geneva, 1938. Guaranteed 
annual wage. 1949. California. 

Rosert S. Bowers, B.A., Kansas Wesleyan, 1933; M.A., American, 1938. The labor pol- 
cies of the National Association of Manufacturers. 1949. Wisconsin. 

CaroL BrarnerD, M.A., Pennsylvania. Factors determining employment by state and local 
government. 1949. Pennsylvania. 

GERHARD Bry, Faculty of Law, Berlin; Faculty of Law, Heidelberg. History of German 
wages. 1949. Columbia. 

Henry T. BuecHer, B.A., Washington State, 1929; M.A., 1937. Compulsory arbitration in 
Australia. 1949. Wisconsin. 

ArtHurR D. But er, B.A., Manchester, 1944; M.A., Minnesota, 1946. Labor management 
relations in the public service. 1949. Wisconsin. 

Witu1am H. CuHartener, B.A., Haverford, 1945; M.A., Harvard, 1947. A history of the 
International Molders’ and Foundry Workers’ Union. 1949. Harvard. 

Joet G. Corton, B.A., College of City of New York, 1937; M.A., Columbia, 1940. The 
compulsory arbitration experiment in France, 1936-1939. 1948. Columbia. 

GersHon Cooper, B.A., Chicago, 1942. Mobility of labor between agriculture and nov- 
agriculture. 1950. Chicago. 

Howarp A. Cuter, B.A., Iowa, 1940; M.A., 1941. The adjustment of the industrial 
worker. 1950. Columbia. 

‘zon A. Date, B.A., Tulane, 1946; M.A., Wisconsin, 1947. A genetic study of the French 
labor movement with emphasis upon contemporary trends. 1950. Wisconsin. 

Witt1am R. Dymonp, B.A., Toronto, 1943; M.A., 1946. Labor-management cooperation 
in industry—a case study approach. 1949. Cornell. 

Ennis K. Epernart, B.A., Simpson, 1928; M.A., Columbia, 1929. The job opportunities 
of selected minorities in America. 1949. Wisconsin. 

Watter L. E1senserc, B.S., College of City of New York, 1941; M.A., Columbia, 1%¢ 
American experience with the sit-down strike. 1950. Columbia. 

Heten F. Emery, B.A., Vassar, 1934; M.A., Radcliffe, 1937. Fall River’s wage leader 
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ship and the regional pattern of collective bargaining in the northern (U.S.) cotton 
textile industry. 1949. Harvard. 

Cyr L. Francis, B.A., Toronto, 1940; M.A., 1946. Government seizures of privately 
owned industries as a result of collective bargaining disputes. 1949. Wisconsin. 

Ciara H. FriepMAn, B.A., Newark, 1942. Union security in the United States, a historical 
and analytical account. 1950. Columbia. 

JosepH W. GARBARINO, B.A., Duquesne, 1942; M.A., Harvard, 1947. Wage patterns in the 
US, 1949. Harvard. 

Mortimer H. Gavin, S.J., B.A., Boston, 1936; M.A., 1937; S.T.L., Weston, 1942. Union 
policies in the paper making industry. 1949. St. Louis. 

Wuuam J. Gorvon, O.S.A., B.A., Villanova, 1941; M.A., Catholic, 1944. Some state labor 
relations acts in operation. 1949. Catholic. 

James C. Hitt, B.A., Swarthmore, 1935. Wage stabilization in the reconversion period. 
1949, Columbia. 

Toomas E. Hocan, B.A., Washington, 1938; M.A., 1940. The wage policy of the National 
War Labor Board. 1949. Wisconsin. 

Morris A. Horowitz, B.A., New York, 1940; M.P.A., Harvard. Make-work rules in the 
railroad industry. 1949. Harvard. 

Harriet D. Hupson, B.A., Wellesley, 1933; M.A., Chicago, 1936. The Progressive Mine 
Workers of America, 1936-1946. 1950. Chicago. 

R. R. Iretanp, B.A., Toronto, 1940; M.A., 1947. Immigration and its effects on the de- 
velopment of labour organization in Canada. 1949. Toronto. 

ArrHuR T. Jacoss, B.A., Wisconsin, 1934; M.A., 1935. Collective bargaining: theory 
versus practice. 1949, Michigan. 

Myron L. Josepu, B.S., College of City of New York, 1942; M.S., Columbia, 1947. 
Effects of the Taft-Hartley Bill on industrial relations in the Pittsburgh area. 1950. 
Wisconsin. 

Joun W. Kennepy, B.A., Duke, 1942; M.A., 1947. A history of the Textile Workers 
Union. 1949. North Carolina. 

WmuAm H. Knowtgs, B.S., Iowa State, 1940; M.A., Wisconsin, 1942. Collective bargain- 
ing under scientific management. 1949, Wisconsin. 

Rosert J. LampMan, B.A., Wisconsin, 1942; M.A., 1947. Offshore maritime labor rela- 
tions on the West Coast, 1921 to 1948. 1950. Wisconsin. 

CurH-Wer Ler, B.A., National Tsing-Hua, 1940; M.A., Chicago, 1948. Guaranteed annual 
wages. 1950. Chicago. 

Richarp H. Lertwicu, B.A., Southwestern, 1941; M.A., Chicago, 1948. Some effects of 
collective bargaining through employer groups on the allocation of resources. 1950. 
Chicago. 

Davip Levin, B.A., Manitoba, 1943. National syndicates in Quebec. 1950. Toronto. 

Davip Levinson, B.A., Scranton, 1942; M.A., Syracuse, 1943. The unionization of super- 
visory and technical employees. 1949. Wisconsin. 

Harotp M. Levinson, B.A., Michigan, 1941; M.B.A., 1942. The effect of unionism on 
wages. 1949. Michigan. 

SaMueL Liss, B.S.S., College of City of New York, 1930; M.A., Columbia, 1932. Mo- 
bilization of agricultural labor during World War II. 1949. Columbia. 

AntHony Lucuek, B.A., Michigan, 1930. Labor relations in the automobile industry. 
1949, Michigan. 

Txomas J. Luck, B.S., Butler, 1946; M.B.A., Northwestern, 1947. Effects of the Labor 
Management Relations Act of 1947 on collective bargaining contracts. Indiana. 

Moses Luxaczar, B.S., Columbia, 1932; M.A., 1935. Application of wage stabilization 
criteria by the Stabilization Board, January 1, 1946-February 24, 1947. 1949. Columbia. 

Juttus J. Manson, B.A., Columbia, 1931; M.A., 1932; LL.B., Brooklyn, 1936. Arbitral 
procedures in labor disputes. 1950. Columbia. 

— J. MarsHatt, B.A., Chicago, 1939; M.A., 1945. Guaranteed annual wages. 1948. 

Rovat Marrice, B.S., Purdue, 1933; M.A., Mississippi, 1935. The development of labor 
unions in Florida. 1950. North Carolina. 
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Tuomas J. McDonacu, C.S.C., Ph.B., Gregorian (Rome), 1939; M.A., Wisconsin, 195; 
Roman Catholic thought in the American labor movement. 1949. Wisconsin. 

Grorce E. Munn, B.A., Wisconsin, 1931; M.A., 1939. Labor management relations in 
the railway industry in recent years. 1950. Wisconsin. 

FILMER M. Parapise, B.A., Wisconsin, 1942; M.A., 1942; M.P.A., Harvard, 1946. Britis, 
trade union administration. 1949. Harvard. 

ARTHUR R. Porter, JRr., B.S., Washington and Lee, 1940. Property rights in jobs, 1049 
Pennsylvania. 

Tuomas E. Posey, B.A., Syracuse, 1923; M.A., 1925. The history of the labor move 
ment of West Virginia. 1949. Wisconsin. 

Rosert M. Rosrnson, B.A., California, 1935. The history of teamster union activities jy 
the San Francisco Bay area. 1949. California. 

SIpNEY Rusin, B.A., Washington, 1937; M.A., 1938. Collective bargaining units, 1049 
California. 

SverRE I, ScHELDRUP, B.A., North Dakota, 1928; B.S., 1930; M.A., 1931. Norwegian 
labor relations and labor movement. 1949. Wisconsin. 

Davip S. ScHwartz, B.S., Maryland, 1944. The labor problem of public utilities, 1949 
Wisconsin. 

Grorce P. SHuttz, B.A., Princeton, 1942. Wage determination in the men’s shoe ip- 
dustry. 1948. Massachusetts Institute of Technology. 

BENJAMIN S. STEPHANSKY, B.A., Wisconsin, 1939; M.A., 1942. The effect of government 
agencies on the internal processes of the labor movement. 1949. Wisconsin. 

Husert F, Stepp, B.A., Berea, 1939; M.A., Virginia, 1940. Wage differentials and the 
location of industry. 1949. Virginia. 

Ropert Estey Strain, B.A., Wichita, 1937; M.A., Wisconsin, 1947. The effect of collective 
bargaining on wage rate structures. 1950. Wisconsin. 

RoBERT TANNENBAUM, B.A., Chicago, 1937; M.B.A., 1938. The area of managerial discre- 
tion—with reference to selected management-union problems. 1949. Chicago. 

Harry G. Trenp, B.A., Wayne, 1940; M.A., Wisconsin, 1947. The labor union monopoly 
issue. 1950. Wisconsin. 

Lioyp Utman, B.A., Columbia, 1940; M.A., Wisconsin, 1941. The development of the 
national union, 1949. Harvard. 

VinKuNN E. Utrixsson, B.S., Minnesota, 1937; M.A., 1943. The history of the labor rela- 
tions of the American commercial telegraph industry. 1949. Wisconsin. 

Lupwic A. Wacner, Absolutarium, Vienna, 1926; M.A., Columbia, 1946. Functional 
changes of trade unions in planned economies. 1949. Columbia. 

Wit1am B. Wait, B.A., Tulane, 1940; LL.B., 1942. A history of ‘abor law in New 
York State. 1949. Cornell. 

CLARENCE M. Werner, B.A., Wisconsin, 1934; M.A., 1934. Organized labor and veterans 
—problems and policies in the reemployment of veterans under the Selective Service Act 
of 1940. 1948. Wisconsin. 

Leo WetTz, B.S.S., College of City of New York, 1928; M.A., Columbia, 1932. The role 
of the intellectuals in the American labor movement, 1865-1944. 1949. Columbia. 

Donato J. Wuirte, B.S., Boston, 1943; M.A., Harvard, 1946. Union and company policies 
in New England fishing industry. Harvard. 

Howarp W. Wissner, B.A., Pittsburgh, 1938; M.A., 1939. An evaluative study of the 
National Federation of Salaried Unions. 1948. Pittsburgh. 

Hvucu E. Youn, B.S., Maine, 1940; M.A., 1942. The place of the CIO in American labor 
history. 1949. Wisconsin. 


Social Insurance; Relief; Pensions; Public Welfare 


Degrees Conferred 


Jutius B. Bearnson, Ph.D., Virginia, 1948. Private and public relief in Utah with special 
reference to the Mormon church welfare plan. 
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Davw H. Corin, Ph.D., New York, 1948. Administering unemployment insurance in New 
York State. 

Grorce M. KertH, Ph.D., Wisconsin, 1947. Fiscal and economic aspects of old-age assist- 
ance in Wisconsin. 

Ben M. Worrorp, Ph.D., Texas, 1948. The operation of workmen’s compensation in Texas. 


Thesis Completed and Accepted 


EuzaseTH H. Jackson, B.A., Swarthmore, 1941; M.A., Radcliffe, 1946. The provision 
of medical care: individual and collective. 1948. Harvard. 


Theses in Preparation 


THEODORE BAKERMAN, B.A., Washington Square, 1940; M.A., Pennsylvania, 1948. Com- 
pensation for injuries to seamen and the insurance of employers liability for payment. 
1950. Pennsylvania. 

JosepH M. Becker, B.A., Xavier, 1931; M.A., St. Louis, 1936; S.T.L., 1946. History and 
significance of unemployment benefits in the reconversion period. 1950. Columbia. 

Avett Broom, B.A., Hunter, 1945; M.A., Chicago, 1947. Social security for American 
agriculture. 1950. Chicago. 

Rosson L. CARDWELL, B.A., Chicago, 1946. An economic analysis of the cost of hospital 
care in the City of Chicago, with special reference to the problem of the optimum size 
of hospitals. 1949. Chicago. 

Lewis Crossy, B.A., Pomona, 1927; M.A., Columbia, 1934. Health and welfare develop- 
ments under collective bargaining in selected California industries. 1949. Columbia. 

J. S. CupMorg, B.A., Toronto, 1938; M.A., 1939. The development and function of health 
insurance. 1950. Toronto. 

Jonn L. Dizi ncer, B.A., Iowa, 1939; M.S., 1940; M.A., Harvard, 1947. U. S. population 
changes and social security. 1949. Harvard. 

Ricnarp Emsott, LL.D., Frankfurt, 1923. Health insurance through collective agreements: 
basic considerations. 1949. New School for Social Research. 

Joseph C. Exrett, B.A., Richmond, 1932; M.A., Virginia, 1933. Financing emergency 
relief through the FERA, 1948. Virginia. 

Wituam C. GreenoucH, M.A., Harvard, 1938. College retirement and insurance plans. 
1948. Harvard. 

THomas H. Ice, B.A., Hawaii, 1940; M.A., Wisconsin, 1942. Unemployment insurance 
benefits. 1949. Wisconsin. 

Joun B. Moore, B.A., Westminster, 1934; M.A., Missouri, 1939. Disqualification for bene- 
fits under Missouri unemployment compensation legislation. 1949. Missouri. 

Wooprow W. Pate, B.A., Henderson-Brown, 1936; M.A., Louisiana State, 1938. Social 
security coverage of labor in the South. 1949. North Carolina. 

IsiworE SINGER, B.S., College of City of New York, 1940; M.A., Brooklyn, 1942. The 
social insurance system of Mexico. 1949. New York. 


Consumption; Cooperation 


Theses in Preparation 


ArtHur L. BEKENSTEIN, B.A., West Virginia, 1941; M.A., Columbia, 1942. The origins 
and distinctive nature of consumer cooperation: an economic analysis. 1949. Columbia. 

WarrEN J. Brrkey, B.S., Wisconsin, 1941; M.A., Harvard, 1948. Theory and determination 
of consumer buying. 1949. Harvard. 

C. W. Lewis, B.A., Vanderbilt, 1928; M.A., 1929. Consumer movement in the Ohio Valley. 
Pennsylvania. 

Donato A. ScuHwartz, B.Ed., Minnesota State Teachers; Ph.M., Wisconsin, 1943. The 
— of consumers’ cooperatives in the evolving economic structure of America. 1949. 
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Harotp Wotrozin, B.S., Tufts, 1942. Consumer credit and stocks and flows of consume 
plant and equipment. 1950. Columbia. 


Population; Migration; Vital Statistics 


Degree Conferred 
Avrrep A. Rinc, Ph.D., New York, 1948. The problems of decentralization—an inquiry 


into the causes, character, extent and socio-economic effects of decentralization in Amer. 
can cities of 100,000 population and over. 


Thesis in Preparation 


Witu1am Hance, B.A., Columbia, 1938; M.S., 1941. Depopulation of the Hebrides, 195; 
Columbia. 


Unclassified Items 


Theses in Preparation 


M. Wrntrrep Ports, B.S., Shippensburg (Pa.) State, 1941; M.Ed., Temple, 1944. The re. 
lationship of schools of business to departments of economics in American universities 
1949. Chicago. 

SAMUELLA V. Totty, B.S., Tennessee Agricultural and Industrial, 1931; B.A., Fisk, 1932; 
M.A., 1933. Limitations and possibilities of business education in the preparation of 
Negroes for business management. 1949, Chicago. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
oficers of colleges and universities and to others who are secking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with 
those submitting such announcements to publish name and address or to use a key 
number. 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


No announcements. 


Economists Available for Positions 


Economic theory, money and banking, public finance: Man, 34, Ph.D. Seeks position 
teaching economic analysis at or near graduate level. Teaching and research ex- 
perience; many published articles; comprehensive volume awaiting publication. 
Minimum salary, $4,500. E212 


Advanced theory, international economics, social control of business, Russian eco- 
nomics and institutions, labor, monetary economics: Man, 34, married, M.A., Ph.D., 
Columbia University. Four years of teaching experience; over 5 years of top-level ex- 
perience with good government agencies, both here and abroad; travel in Europe and 
Latin America; many publications; research now in progress. Seeks permanent post 
at good institution, preferably one with research interest. E243 


Business, social and industrial psychology, human relations: Man, mature age, Ph.D. 
Outstanding references; employed; desires advancement. Available on short notice. 
E245 


Air and surface transportation, economic development, international economics, market 
and economic research: Man, 32, married, M.A., working towards Ph.D. Air trans- 
port analyst and consultant, 5 years; writing book on air transportation. Successful 
experience in statistics and report presentation. Desires position permitting research 
in transportation, especially as related to economic planning by all levels of — 
ment. 2 


Advertising, marketing, retail distribution, etc.: Woman, 30, married, M.S. in Business 
Administration. Eight years of business experience; 1 year government; 3 years teach- 
ing. Seeking post in high-ranking college. E254 


International economics, comparative economic systems, money and banking, public 
finance, principles of economics, economic history: Man, 40, single, Ph.D. University 
of Frankfurt (Main) ; U. S. citizen. Eight years of experience as economist with U. S. 
government agencies and with leading private economic research organization; now 
teaching at Eastern college. Available in September, 1948. E255 


Elementary economic principles and theory, history of economic doctrines, government 
ind political theory, public finance: Man, 31, single, Polish subject at present in Great 
Britain. M.A. (St. Andrews), 1944, Ph.D. (Edinburgh), 1947. Two years of ex- 
perience in research; speaks fluent English; some teaching experience. Desires lecture- 
ship or research in economics. E260 


Principles of economics, industrial administration, industrial relations; Man, single, 
B.A., candidate for M.B.A., New York University. Teaching experience on college 
level in principles of economics and industrial administration ; business experience in 
financial counseling and production control work. Seeks teaching or research aa 
tion. 270 


=| 


Business administration and economics; Man, 36, Ph.D. Has both teaching and bysj. 
ness experience; has taught introduction to business, American economic history 
marketing, advertising, and related subjects. Associate professor seeks full professor. 
ship. Available in September, 1948. F271 


Marketing, retail distribution, principles: Man, married, M.A. Eight years of teaching 
and 7 years of business experience. Prefers college in middle west. E272 


Economic philosophy, economic theory, history of economic thought, social control 
of business, economic planning, public utility regulation, transportation, industrial 
relations, labor problems: Man, 45, married; A.B., LL.B., M.A., with 75 credit hours 
toward Ph.D.; member of bar. Twenty-five years of successful teaching experience, 
10 years on university level; experienced in teaching political science, law, and 
philosophy and in public lecturing, radio; work on public commissions; publications, 
Now associate professor at Florida State University, seeking either temporary or 
permanent appointment in or near a reputable university where work on doctorate 
can be completed. Available in September. E275 


Taxation economics, public fimance, statistics, national income formation, interna 
tional economics: Man, 30, married, B.A. with 2 years toward doctorate. Six years 
of government experience in economic research and as taxation and economic ad- 
viser; private business consultant in international economics, At present abroad on 
important government work at $10,000 annual salary; publications; desires perma- 
nent position in field of taxation or international economics or public finance. Avyail- 
able in September. E276 


Auditing, accounting, foreign credits, foreign trade: Man, 44, married; C P.A., LLD, 
Budapest. Practical experience in accounting, auditing, banking, foreign trade, in- 
ternational law. E277 


Economic theory, business cycle and monetary theory, public finance, international 
economics, comparative economic systems: Man, 30, married, Ph.D. residence com- 
pleted, completing dissertation. Four years as economist with leading research or- 
ganizations; brief teaching experience. Seeks teaching or research position, West 
Coast preferred. Available in spring, 1949. E278 


Economic theory, history, geography and geopolitics, general and social insurance, 
money and banking, corporation finance, marketing, international economic and politi- 
cal relations: Man, 59, married, Ph.D. Extensive experience in public and private 
office as executive and economic adviser; published many books and articles; 12 
years of American teaching and research experience; book on research in progress. 
Seeks full professorship or department head in university or outstanding liberal arts 
college; $5,000 minimum for academic year. Available in September. E279 


International economics, money and banking, business cycles, history of economit 
thought, economic theory, European and Latin-American economics: Man, 34, single, 
European background, Docteur en Droit (France), Ph.D. (economics) almost com- 
pleted. Extensive experience in economic research; occupied responsible positions in 
government service; attached to United Nations body; faculty member of Eastern 
university; desires teaching and/or research position in good university. E280 
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